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Preface 

THIS  is  a reference  report  on  current  seasonal  milk  pricing  plans. 

It  contains  separate  discussions  of  base-excess  plans,  fall  premium 
plans,  and  seasonal  variation  of  class  prices.  Major  provisions  of 
each  of  these  plans  and  their  implications  are  considered.  No  attempt 
has  been  made  to  outline  and  evaluate  all  variations  in  seasonal  pric- 
ing plans.  Rather,  provisions  in  widespread  use  are  emphasized. 
Neither  is  the  principal  purpose  to  report  numbers  of  markets  using 
particular  provisions,  nor  to  analyze  comparative  effectiveness  of  the 
different  plans. 

The  report  was  prepared  for  the  use  of  dairy  cooperatives  and 
other  marketing  agencies  which  may  operate  or  contemplate  operating 
under  such  plans. 


For  sale  by  the  Superintendent  of  Documents,  U.  S.  Government  Printing  Office 
^^rashington/fe5,  D.  C.  - Price  25  cents 


CONTENTS 


* Page 

Highlights ii 

Need  for  seasonal  pricing 1 

Pricing  problem 3 

Historical  development 3 

Base-excess  plans 5 

Pool  computations 7 

Base  forming  period 9 

Base  operating  period 11 

Open  versus  closed  bases 13 

Bases  for  new  producers 14 

Base  adjustments 15 

Base  transfers 16 

Quantity  of  base  allotted 19 

Penalty  for  under  base t 21 

Base  excess  plan  without  class  pricing 22 

Farmer  attitudes  toward  base  plans 23 

Advantages  and  problems 24 

Fall  premium  pricing  plans 26 

Fund  accumulation  periods 28 

Fund  accumulation  rates 29 

Fall  premium  period.  __ 1 ' 30 

What  determines  premium  rates? 31 

Investment  of  premium  funds 33 

Methods  of  premium  payments 33 

Farmer  attitudes  toward  plans ._L' 34 

Advantages  and  problems 35 

Seasonal  variations  of  class  prices 38 

Extent  of  variations 39 

Timing  increases  and  decreases 40 

Advantages  and  problems 41 

Seasonal  incentives  of  other  price  provisions 44 

Variation  of  basic  formula 44 

Incentives  through  changing  utilization 44 

Supply-demand  adjusters 45 

Markets  without  State  or  Federal  orders 46 

Base-excess  plan 47 

Fall  premium  plan  and  seasonal  variation 47 

Coordination  between  markets 47 

Effectiveness  of  plans 49 

Base-excess  plans 49 

Fall  premium  plans 50 

Seasonal  variation  of  class  prices 51 

Literature  cited 51 

i 


HIGHLIGHTS 


ABOUT  the  same  quantity  of 
^ milk  is  needed  for  fluid  prod- 
ucts in  all  seasons.  For  farmers 
to  deliver  a much  larger  quantity 
of  milk  in  the  spring  than  in  the 
fall  leads  to  serious  marketing 
problems.  In  many  markets,  the 
industry  has  worked  out  pricing 
methods  to  give  producers  an  in- 
centive to  deliver  a larger  propor- 
tion of  milk  in  the  fall  months.  The 
general  approach  to  the  problem  is 
to  use  money  incentives  and  educa- 
tional encouragement,  not  controls 
and  penalties. 

Three  principal  types  of  seasonal 
pricing  provisions  are  base-excess 


plans,  fall  premium  plans,  and 
seasonal  variation  of  class  prices. 
These  systematic,  planned  incen- 
tives are  an  integrated  part  of  the 
market,  and  are  a logical  outgrowth 
of  organized  marketing  and  of  pric- 
ing milk  according  to  use.  Seasonal 
price  plans  are  supplements  to  price 
variations  resulting  from  operation 
of  basic  price  formulas  and  blend- 
ing of  returns.  Because  dairy  co- 
operatives in  most  cases  have  taken 
the  lead  in  securing  adoption  of 
seasonal  pricing  plans  and  in  work- 
ing for  producer  understanding  of 
them,  Farmer  Cooperative  Service 
made  this  detailed  study. 


Base-Excess  Plan 


Elementary  logic  of  the 

base-excess  plan  is  that  each 
producer  sets  a base  by  his  average 
deliveries  in  the  fall  when  the  mar- 
ket tends  to  be  short  of  milk.  The 
farmer  who  establishes  a large  base 
establishes  a greater  claim  to  the 
fluid  market  of  succeeding  months 
than  the  farmer  with  less  produc- 
tion in  the  base  forming  period. 
These  principles  underly  all  base- 
excess  plans.  No  single  set  of  pro- 
visions fits  all  markets. 

Key  provisions  of  the  base-excess 


plan  are  base  forming  period,  base 
operating  period,  and  pool  compu- 
tations. Three  to  6 consecutive 
months  of  lowest  deliveries  are  the 
usual  base  forming  period.  The  base 
operating  period  may  begin  any 
time  after  base  has  been  established. 
It  may  continue  for  only  the  few 
months  of  heaviest  deliveries  or  for 
an  entire  year.  The  price  of  milk 
that  is  not  bottled  usually  has  been 
the  price  of  excess  milk — under 
conditions  and  computing  methods 
applied  in  most  markets  during  re- 
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cent  years.  Base  price  may  be  from 
a few  cents  to  $1  or  more  higher  per 
hundredweight  than  the  excess 
price. 

Forming  new  bases  each  year  is 
appropriate  when  the  only  purposes 
are  to  adjust  seasonal  deliveries 
and  to  pay  producers  according  to 
their  seasonal  contributions  to  the 
market.  Setting  new  bases  may  be 
limited  (closed  or  semiclosed  bases) 
when  the  purpose  is  to  control  the 
annual  level  of  deliveries.  But  un- 
less there  is  a penalty  for  deliveries 
less  than  base,  closed  bases  greatly 


reduce  the  farmer's  incentive  to 
control  his  seasonal  pattern.  The 
leveling  of  seasonal  production  may 
be  largely  sacrificed  for  production 
control. 

Dairy  farmers  generally  will 
support  a soundly  designed  and 
well-administered  base-excess  plan 
that  they  understand.  These  re- 
quirements may  not  be  easy  to  at- 
tain. Opposition  to  the  inflexibility 
and  administrative  problems  of 
closed  base  plans  has  caused  con- 
siderable friction  and  jealousy 
among  producers  in  the  past. 


Fall  Premium  Plan 


THE  fall  premium  plan  is  de- 
vised to  set  aside  money  in 
specified  spring  months  to  be  added 
to  payments  to  farmers  in  certain 
fall  months.  It  is  often  called  the 
“Louisville  plan.”  Mechanics  of  the 
plan  are  simple  and  provisions  few. 

Premium  funds  are  accumulated 
in  2 to  4 selected  spring  flush 
months.  Bates  are  set  in  advance 
as,  for  example,  30,  40,  or  50  cents 
a hundredweight  of  milk.  This 
amount  is  simply  taken  from  pay- 
ments for  milk  and  is  put  aside  in 
a fund  for  payment  to  producers 
in  fall  months.  From  2 to  4 fall 
months  are  set  in  advance  as  the 
fall  premium  period. 

It  is  risky  to  say  the  fund  is  “re- 
paid.” This  expression  encourages 
an  impression  that  each  producer 
individually  owns  part  of  the  fund 
put  aside.  The  most,  general  criti- 
cism of  the  plan  has  been  the  charge 


that  the  fund  is  raided  by  pro- 
ducers who  did  not  deliver  milk 
included  in  the  pool  in  spring  de- 
duction months.  The  fund  is  simply 
paid  (by  separate  checks  or  includ- 
ed in  the  regular  pool)  in  fall 
months.  The  fund  cannot  be  paid 
to  each  farmer  in  proportion  to  his 
spring  deliveries;  that  would  ac- 
complish nothing.  A constructive 
approach  to  the  roadblock  about 
individual  rights  to  the  fund  is  to 
convince  farmers  that  it  is  simply 
a seasonal  pricing  plan. 

The  fall  premium  plan  is  said 
by  many  careful  observers  to  stabi- 
lize the  market,  to  be  equitable 
among  producers,  and  to  be  simple, 
flexible,  and  definite.  The  conclu- 
sion reached  for  base -excess  plans 
again  applies;  most  farmers  will 
support  a soundly  designed  plan 
if  they  are  given  enough  informa- 
tion to  understand  it. 


Seasonal  Variation  of  Class  Prices 

THE  seasonal  variation  technique  schedule  of  seasonal  variations  in 
is  not  as  formal  as  other  plans,  the  Class  I price.  Emphasis  is  on 
The  procedure  is  to  set  a definite  Class  I,  although  prices  of  other 
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classes  may  also  be  varied.  This 
is  something  beyond  the  seasonal 
variation  of  basic  formula  prices 
which  results  from  the  interplay 
of  market  forces  on  butter,  cheese, 
nonfat  dry  milk,  and  other  pro- 
ducts and  prices.  The  Class  I price 
may  be  an  average  of  $1  a hundred- 
weight over  the  basic  formula  for 
the  year,  but  $1.40  above  in  certain 
fall  months  and  only  60  cents  above 
in  some  spring  months. 

Not  only  are  such  seasonal  varia- 
tions the  only  specific  seasonal  plan 
in  many  markets ; they  also  are 
used  in  combination  with  other 
plans. 


Seasonal  price  variations  in  most 
cases  have  been  modest.  It  is  neces- 
sary to  have  a large  variation  to 
provide  an  adequate  seasonal  in- 
centive. A serious  weakness  in 
applying  seasonal  variations  has 
been  caution,  conservatism,  or  hesi- 
tancy. Seasonal  variations  can  be 
used  boldly  and  with  determina- 
tion. Producers  and  marketing 
officials  must  be  sure  they  want 
seasonal  incentives,  are  willing  to 
work  for  their  adoption,  and  intend 
to  stick  wuth  them.  Frequent 
changes  in  the  seasonal  pattern  of 
differentials  undermines  producers’ 
confidence  in  seasonal  pricing. 


Effectiveness  of  Plans 


NUMEKOUS  careful  analyses 
have  shown  fairly  conclusive- 
ly that  seasonal  incentives  result  in 
more  nearly  even  deliveries.  It  is 
difficult  to  say  whether  one  plan  is 
more  or  less  effective  than  another ; 
studies  of  this  question  have  not 
been  conclusive. 

Advantages  and  problems  of  each 
plan  should  be  considered  in  choos- 
ing the  plan  for  a market.  With  the 


aid  of  experience  in  other  markets 
and  published  views  of  careful  ob- 
servers, the  persons  most  familiar 
with  conditions  in  a market  are  well 
equipped  to  select  a plan  for  their 
market.  Their  background  of  fa- 
miliarity with  the  market  also 
equips  them  to  devise  workable  and 
effective  provisions  of  the  plan 
selected.  The  plan  can  then  be  used 
flexibly  and  revised  as  needed. 
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Seasonal  Milk  Pricing  Plans 


by  Stanley  F.  Krause 
Dairy  Branch f Marketing  Division 


DAIRY  cooperatives  and  others 
who  regularly  market  milk 
encounter  serious  problems 
because  of  wide  variations  in  milk 
deliveries  from  season  to  season. 
Most  markets  use  price  incentives  to 


even  out  deliveries.  Continuing 
interest  in  seasonal  pricing  makes  it 
worthwhile  to  bring  together  ma- 
terial on  principal  pricing  plans  in 
use  in  the  mid-1950’s.  Material  has 
been  drawn  from  various  sources. 


Need  for  Seasonal  Pricing 


ABOUT  the  same  quantity  of 
^ milk  is  needed  for  use  in 
fluid  products  in  one  season  as 
another.  But  farmers  in  most  fluid 
milksheds  deliver  much  more  milk 
in  the  late  spring  than  in  the  early 
fall.  Since  regular  and  supple- 
mental sources  of  supply  must  be 
adequate  in  the  season  of  shortest 
supply,  a surplus  of  milk  remains 
in  most  months,  reaching  a peak  in 
the  spring  flush  period.  The  sur- 


plus ordinarily  is  diverted  to  manu- 
facturing uses. 

Results  of  these  conditions  are 
different  in  marketing  areas  with  a 
fully  adequate  supply  of  milk  the 
year  round  than  where  milk  is  short 
part  of  the  year.  With  a full  supply 
of  milk,  the  main  problems  are  pro- 
vision of  manufacturing  facilities 
for  the  seasonal  surplus,  and  the 
bargaining  problems  of  securing  a 
market  for  all  milk  within  a stable 


1 


There  is  a year-round  need  for  feed  concentrates  such  as  the  farmer  is  handling  here,  if  the 
producer  is  to  supply  a uniform  flow  of  milk  to  the  market. 


pricing  and  marketing  structure. 

Where  milk  is  short  part  of  the 
year,  it  must  be  obtained  from  sup- 
plemental sources  in  this  shortage 
season.  Producers  as  a group  could 
increase  their  gross  returns  by 
increasing  their  fall  production 
enough  to  fill  fluid  requirements,  if 
the  increase  in  the  fall  were  accom- 
plished by  adopting  practices  which 
also  would  reduce  spring  produc- 
tion. This  would  increase  the  pro- 
portion of  milk  going  into  Class  I 
uses. 

Certain  markets  fall  somewhere 
between  these  alternatives  and  have 
the  problems  of  both  modest  im- 
ports and  a modest  surplus.  A small 
surplus  may  be  almost  as  much  a 
burden  as  a big  one,  particularly  if 
there  are  no  large-scale  manufac- 


turing facilities  in  the  area,  since 
it  is  costly  to  provide  economic 
facilities  for  a small  and  variable 
volume.  Producers  in  such  markets 
are  at  a disadvantage  in  obtaining 
favorable  prices  for  their  milk  in 
excess  of  current  fluid  requirements. 

Two  main  approaches  can  be  used 
to  level  out  seasonally  the  volume  of 
milk  delivered  from  farms — price 
incentives  and  an  educational  pro- 
gram for  farmers  on  the  benefits  of 
a better  balanced  production.  This 
report  is  devoted  to  the  pricing 
approach  to  this  problem.  An 
earlier  report  was  devoted  to  the 
educational  approach  (II).1  In- 
formation on  seasonal  pricing  prac- 
tices can  be  helpful  to  all  marketing 

1 Italicized  figures  in  parentheses  refer 
to  literature  cited,  p.  51. 


2 


agencies  interested  in  securing  a 
closer  seasonal  balance  between  de- 
liveries and  needs  for  fluid  uses. 

Pricing  Problem 

The  pricing  problem  is  to  provide 
seasonal  incentives  sufficient  to  ob- 
tain a flow  of  milk  more  in  con- 
formity with  fluid  requirements.  It 
is  not  necessary  for  every  producer 
to  deliver  the  same  amount  of  milk 
each  month — if  that  is  what  the 
market  requires.  Different  seasonal 
patterns  tend  to  average  together 
to  make  a more  uniform  pattern  for 
the  market.  But  it  is  the  goal  to 
encourage  enough  farmers  to  pro- 
duce and  deliver  milk  in  the  fall 
so  the  needed  market  pattern  is 
reached. 

This  implies  a voluntary  ap- 
proach of  money  incentives  and 
educational  encouragement  rather 
than  control  and  penalties.  The 
voluntary  approach  carries  with  it 


a need  for  fair  and  equitable  treat- 
ment of  all.  The  pricing  problem 
relates  to  the  objective  of  fitting 
deliveries  to  needs  of  the  market. 
The  equity  problem  is  to  distribute 
returns  from  milk  fairly  among 
producers. 

Each  type  of  seasonal  pricing 
plan  attempts  to  reward  the  farmer 
who  increases  his  deliveries  in  the 
short  season  as  compared  to  his  de- 
liveries during  the  flush.  The  fall 
or  winter  peak  producer  keeps  the 
market  supplied  in  the  most  critical 
season  and  is  rewarded  by  a higher 
annual  average  price. 

Seasonal  pricing  provisions  may 
be  weighed,  then,  by  two  require- 
ments. First,  they  must  be  designed 
to  correct  a marketing  problem. 
Second,  they  should  provide  equit- 
able returns  to  producers  with  dif- 
ferent seasonal  patterns  of  milk 
deliveries.  Equity  is  principally  a 
matter  of  judgment  to  be  decided 
by  those  concerned. 


Historical  Development 


SEASONAL  variations  of  prices 
are  commonplace.  Noteworthy 
in  the  history  of  milk  pricing  has 
been  development  of  systematic, 
planned  seasonal  pricing  provi- 
sions. Current  seasonal  pricing 
practices  are  a logical  outgrowth  of 
organized  marketing  and  of  pricing 
milk  according  to  use. 

The  organization  of  bargaining 
cooperatives  and  use-classification 
pricing  of  milk  gained  a firm  foot- 
hold in  a number  of  larger  markets 
between  1915  and  1920  (5,  pp.  20- 
27;  12).  At  first  prices  usually 
were  set  for  some  months  at  a time, 
and  eventually  pricing  formulas 
were  adopted.  Formula  prices 
generally  followed  adoption  of 


State  and  Federal  milk  orders. 
These  practices  of  advance  pricing 
naturally  included  provision  for 
seasonal  variations  in  prices. 

Some  markets  have  not  gone  be- 
yond simple  provisions.  Milk  may 
be  priced  according  to  use  with  the 
price  of  each  class  depending 
month  to  month  on  results  of  a 
pricing  formula.  For  example,  the 
average  of  prices  paid  for  manu- 
facturing grade  milk  in  the  pre- 
vious month  may  be  used  to  de- 
termine the  price  of  market  milk 
in  the  current  month.  Distributors 
would  pay  for  milk  used  in  Class  I 
(fluid  uses)  perhaps  $1  a hundred- 
weight more  than  the  local  average 
price  of  manufacturing  grade  milk. 
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This  would  be  the  simplest  of  pro- 
visions, with  the  same  price  differ- 
ential for  Class  I milk  month  after 
month.  There  would  be  modest 
seasonal  variations  of  prices,  but 
this  approach  does  not  qualify  as  a 
deliberate,  systematic  seasonal  pric- 
ing plan. 

Additional  steps  in  seasonal  pric- 
ing may  be  viewed  as  adding  bit 
by  bit  to  seasonal  incentives  pro- 
vided by  changing  utilization  and 
changes  in  basic  prices.  There  has 
been  constant  reappraisal  in  mar- 
kets with  alert  leaders  of  how  much 
seasonal  incentive  was  needed.  Sev- 
eral elements  of  pricing  mechanics 
go  together  to  provide  the  entire 
incentive.  Separate,  specially  de- 
signed seasonal  plans  were  a final 
step  to  provide  the  entire  incentive 
considered  necessary.  In  many 
cases,  these  plans  provided  most  of 
the  total  seasonal  incentive  in  effect 
during  the  mid-1950’s. 

The  next  historical  step  was  to 
vary  seasonally  the  differential  of 
the  Class  I price  from  the  formula 
in  use.  This  practice  continues  in 
many  markets.  The  incentive  to 
adapt  deliveries  to  needs  of  the 
market  is  increased  by  pricing  Class 
I milk,  for  example,  60  cents  above 
a basic  formula  in  specified  spring 
months,  $1.40  above  in  fall  months, 
and  $1  above  in  the  other  months. 
This  plan  may  be  described  as  sea- 
sonal variation  of  class  prices,  and 
is  the  simplest  of  separate,  syste- 
matic seasonal  pricing  plans  in 
current  use. 

Base-excess  plans  adopted  in 
Baltimore  and  Philadelphia  have 
been  credited  generally  with  being 
the  first  well-developed  marketwide 
base  or  quota  plans.  A base  plan 
was  first  used  in  Baltimore  in  1919 
and  in  Philadelphia  in  1920.  Use 


of  various  base-excess  plans  spread. 
Early  in  1940,  it  was  said : “Among 
90  cities  with  a population  of  100,- 
000  or  more,  on  which  data  are 
available,  only  14  have  witnessed  no 
trial  of  some  plan  of  this  type” 
(Hi  p.S). 

Origin  of  fall  premium  plans  is 
generally  traced  to  Louisville,  Ky., 
in  1944.  This  plan  continues  com- 
monly to  be  called  the  “Louisville 
Plan.”  It  may  be  noted  that  the 
Stark  County  (Ohio)  Milk  Pro- 
ducers’ Association  adopted  a mild 
form  of  fall  premium  plan  in  1941. 
The  maximum  rate  of  deduction 
was  a modest  3 cents  a hundred- 
weight ($,  p.  11).  Fall  premium 
plans  have  been  used  in  at  least  26 
markets  at  one  time  or  other. 

Dairy  cooperatives  have  taken 
the  lead  in  most  cases  in  securing 
adoption  of  seasonal  milk  pricing 
plans.  They  continue  to  have  a 
strong  interest  and  take  part  in 
establishing  changes  in  terms  and 
provisions  of  seasonal  pricing  plans 
once  adopted.  Dairy  cooperatives 
have  a special  interest  in  the  ques- 
tion of  equitable  distribution  of 
returns,  as  well  as  the  problem 
of  correcting  seasonal  marketing 
problems. 

Seasonal  pricing  plans  have  be- 
come part  of  many  State  and  Fed- 
eral milk  marketing  orders.  Sea- 
sonal provisions  of  Federal  orders 
will  be  emphasized  throughout  this 
report  since  much  milk  for  fluid  use 
is  marketed  under  terms  of  these 
orders  and  also  since  so  much  in- 
formation is  conveniently  available 
on  provisions  of  Federal  orders. 

The  early  part  of  this  historical 
sketch  implies  that  the  seasonal 
price  provisions  described  are  al- 
ways associated  with  class  pricing 


and  with  pricing  formulas.  There  Southern  markets.  Some  of  these 
are  numerous  exceptions  in  smaller  variations  will  be  discussed  in  ap- 
cities  and  towns,  and  especially  in  propriate  sections  of  this  report. 

Base-Excess  Plans 


BASE-excess  plans  were  con- 
ceived early  as  a way  to  tie  a 
producer’s  seasonal  incentive  to  his 
own  efforts.  The  elementary  logic 
of  the  plan  is  clear  and  appealing. 
Each  producer  sets  a base  by  his 
average  deliveries  in  the  fall  when 
the  market  tends  to  be  short  of 
milk.  The  farmer  who  sets  a large 
base  establishes  a greater  claim  to 
the  fluid  market  during  succeeding 
months  than  the  farmer  with  less 
production  in  the  base  forming 
period. 

The  base-excess  plan  for  distrib- 
uting among  producers  the  sales 
returns  in  a milk  market  involves 
the  following:  (1)  Assigning  to 
each  producer  a specific  base  of 
milk,  determined  by  his  past  ship- 
ments; (2)  determining  for  each 
pay  period  the  quantity  of  base 
milk  and  the  quantity  of  excess  over 
base  that  each  producer  has  de- 
livered; (3)  determing  for  each  pay 
period  one  price  to  be  paid  pro- 
ducers for  base  milk  or  for  a per- 
centage of  base  milk,  and  another 
price  for  all  other  milk;  and  (4) 
paying  each  producer  the  base  price 
for  all  base  milk  and  the  excess 
price  for  his  excess.  Specific  pro- 
visions of  base-excess  plans  will  be 
described  and  illustrated  in  greater 
detail  later  in  this  section. 

Many  variations  of  base-excess 
plans  have  been,  or  are  being,  used. 
The  details  of  plans  adopted  in 
different  markets  have  been  worked 
out  to  meet  the  distinct  and  varying 
circumstances  of  each  market.  Al- 
though the  underlying  principles 


are  common  to  all,  no  single  set  of 
provisions  has  been  devised  which 
will  fit  into  all  market  structures 
and  operate  smoothly  and  equitably 
for  all  concerned.  In  view  of  these 
variations,  each  major  provision  of 
base-excess  plans  will  be  discussed 
separately. 

The  variations  extend  even  to  the 
names  applied  to  the  plans.  They 
have  been  referred  to  as  base- 
surplus,  base,  rating,  base  and  ex- 
cess, basic-surplus,  quota,  surplus 
and  base-allotment  plans,  as  well 
as  the  recently  popular  term,  base- 
excess  plans.  The  word  excess  is 
believed  by  industry  groups  to  be 
more  pleasant  and  less  subject  to 
misunderstanding  than  the  word 
surplus. 

The  popularity  of  base-excess 
plans  in  the  1930’s  was  mentioned. 
They  were  discontinued  in  a num- 
ber of  markets  by  1940  or  1941  and 
were  discontinued  in  most  remain- 
ing markets  during  World  War  II. 
Farmer  dissatisfaction  led  to  the 
early  actions,  and  wartime  market- 
ing conditions  to  the  later  changes. 
This  experience  does  not  necessarily 
indicate  that  the  base-setting  ap- 
proach is  faulty.  There  have  been 
several  changes  in  the  usual  provi- 
sions and  administration  of  the 
plans,  generally  resulting  in  greater 
satisfaction. 

Each  year  since  about  1947  a 
number  of  markets  have  newly 
adopted  or  re-adopted  a base-excess 
plan.  This  has  progressed  until  the 
plans  again  are  in  widespread  use. 
On  January  1,  1957,  exactly  half 
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Figure  1. — Operation  of  base-excess  plan 


I.  The  Flow  of  Milk 


1 Excess  milk  price  same  as  Class  II,  and  total  payment  $292.50.  There  remains 
$997.50  to  pay  for  21,000  pounds  of  base  milk.  Base  price  is  $4.75. 


6 


of  the  68  Federal  orders  in  effect 
contained  base-excess  provisions. 
Many  State-regulated  markets  and 
nonregulated  markets  also  had 
base-excess  plans  in  effect. 

Pool  Computations 

Operation  of  the  base-excess  plan 
may  be  illustrated  with  simplified 
poo]  computations.  Figure  1 repre- 
sents a market  with  2 producers,  2 
classes  of  milk  use,  and  2 distribu- 
tors. The  essential  point  from  the 
left  of  the  figure  is  that  each  pro- 
ducer has  a base  and  receives  a 
higher  base  price  for  deliveries  up 
to  that  amount,  and  a lower  excess 
price  for  excess  deliveries.  This 
explains  the  way  the  plan  affects 
the  individual  farmer  and  shows 
the  importance  of  bases,  base  form- 
ing periods,  and  base  operating 
periods.  The  figure  thus  provides 
a general  picture  of  base-excess 
plans  and  puts  in  perspective  the 
individual  provisions  of  the  plan. 

Each  producer  delivered  15,000 
pounds  of  milk.  Producer  A had 
established  a base  of  9,000  pounds 
and  B a base  of  12,000  pounds  the 
preceding  fall.  Thus,  total  delivered 
bases  were  21,000  pounds. 

Class  I sales  were  18,000  pounds, 
slightly  less  than  delivered  bases, 
and  the  remainder  of  the  milk  was 
used  in  Class  II.  Class  I milk  was 
priced  to  each  distributor  at  $5  a 
hundredweight,  and  Class  II  at 
$3.25.  The  base-excess  plan  does 
not  directly  affect  payments  by 
distributors  for  milk.  Class  pricing 
applies  here.  The  lower  right  sec- 
tion of  figure  1 shows  that  distribu- 
tors paid  a total  of  $1,290  for  the 
milk. 

The  base-excess  plan  determines 
the  distribution  among  individual 
producers  of  total  proceeds.  Excess 


milk  is  priced  the  same  as  Class  II 
milk,  as  is  the  common  practice. 
The  remaining  money  is  divided 
by  total  base  milk  to  determine  the 
price  that  can  be  paid  for  base 
milk— $4.75. 

Producer  B received  a higher 
average  price  than  Producer  A for 
this  period — $4.45  compared  to 
$4.15.  This  is  one  way  to  express 
the  incentive  to  deliver  about  as 
much  milk  in  the  fall  base -forming 
period  as  in  the  rest  of  the  year. 

“There  are  essentially  two  dif- 
ferent price  plans  in  operation : (1) 
The  class-use  plan  is  the  pricing 
system  by  which  dealers  buy  milk 
and  is  the  plan  by  which  the  total 
value  of  milk  in  the  market  is  cal- 
culated; (2)  the  base  and  excess 
plan  is  the  pricing  system  by  which 
producers  are  paid  for  milk.  In 
other  words,  milk  dealers  pay  under 
one  plan  for  the  milk  they  purchase, 
and  farmers  are  paid  under  another 
plan  for  milk  they  sell.  The  total 
value  of  the  milk  is  the  same  in 
both  cases,  however”  (7£,  p.  8). 

The  method  of  pool  computations 
just  illustrated  involves  paying  the 
Class  II  price  (reserve  or  manu- 
facturing uses)  for  excess  milk  as 
long  as  total  delivered  bases  exceed 
Class  I use.  The  base  price  is  a 
blend  of  the  Class  I and  Class  II 
price  weighted  by  the  proportions 
of  base  milk  used  in  each  class. 

Base-excess  plans  partly  offset  a 
basic  problem  of  pooling  and  classi- 
fied pricing.  Under  pooling,  an 
individual  producer  receives  an 
average  of  prices  for  different 
classes  of  use,  even  though  any  in- 
crease of  deliveries  will  be  pur- 
chased by  the  handler  for  his  lowest 
class  of  use.  The  base-excess  plan 
at  least  partly  corrects  this  flaw  of 
pooling  and  pricing  milk  according 
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to  use.  For  any  excess  deliveries, 
an  individual  producer  no  longer 
receives  the  market  blend,  but 
usually  the  surplus  price. 

The  computations  change  slight- 
ly if  Class  I use  any  month  exceeds 
delivered  bases.  In  that  event  the 
full  Class  I price  can  be  paid  for 
all  base  milk.  The  Class  I price 
can  also  be  paid  for  a small  part 
of  excess  milk,  blending  into  the 
price  computation  to  raise  the  ex- 
cess price  above  Class  II  (reserve 
or  manufacturing  uses). 

This  method  of  computing  base 
and  excess  prices  is  in  widespread 
use  and  appears  to  logically  com- 
plement the  pricing  of  milk  accord- 
ing to  use.  The  principal  limitation 
arises  when  total  delivered  bases 
either  greatly  exceed,  or  are  sub- 
stantially less  than,  fluid  utiliza- 
tion. In  both  cases,  the  difference 
between  base  and  excess  prices  is 
reduced,  and  it  follows  that  the 
incentive  to  deliver  a greater  pro- 
portion of  milk  in  the  shortage 
season  also  is  reduced.  Returning 
to  the  illustration,  in  the  first  case 
the  base  price  falls  below  $5  and 
nearer  $3.  In  the  latter  case,  in- 
volving less  base  milk  than  fluid 
utilization,  the  excess  price  rises 
above  $3,  and  nearer  $5. 

Other  Alternatives 

It  is  possible  to  pay  the  Class  II 
(manufacturing  use)  price  for  ex- 
cess milk  even  though  delivered 
bases  are  less  than  fluid  use.  Since 
distributors  would  pay  $5  for  more 
milk  than  the  total  of  delivered 
bases,  the  price  paid  for  base  milk 
would  exceed  $5. 

This  method  of  computing  prices 
appears  to  have  the  advantage  of 
increasing  seasonal  price  incentives. 
Producers  with  over-base  deliveries 


may  claim,  however,  that  they 
should  receive  the  Class  I price  for 
part  of  the  excess  milk,  since  some 
excess  was  used  in  Class  I. 

A second  variation  is  to  pay  the 
Class  I price  for  base  deliveries 
and  distribute  the  remaining  money 
for  excess  milk.2  This  is  the  same 
procedure  as  in  the  first  illustration, 
if  fluid  use  exceeds  total  delivered 
bases.  When  delivered  bases  exceed 
Class  I use,  however,  the  price  paid 
for  excess  milk  becomes  less  than 
the  Class  II  price.  Returning  to 
data  in  figure  1,  the  excess  price 
would  have  been  $2.64. 

This  method  of  computing  prices 
also  appears  to  increase  seasonal 
price  incentives.  Producers  with 
over-base  deliveries  may  feel  in  this 
case  that  their  excess  milk  is  worth 
at  least  the  competitive  price  of 
manufacturing  grade  milk.  This 
usually  is  about  the  same  as  the 
Class  II  price,  and  therefore  the 
seasonal  producers  will  feel  the 
price  of  $2.64  is  inadequate.  They 
will  have  the  theoretical  privilege 
of  selling  the  excess  milk  separately 
for  manufacturing,  but  this  is  in- 
convenient at  best  and  almost  im- 
possible with  the  advent  of  bulk 
milk  handling. 

Other  methods  of  computing  base 
and  excess  prices  involve  changing 


2 “It  is  possible  for  this  procedure  to 
have  the  illogical  result  of  pricing  excess 
milk  as  high  as,  or  even  higher  than, 
base  milk.  For  instance,  at  Nashville, 
Tenn.,  in  at  least  4 separate  months  in 
recent  years,  the  excess  price  for  one 
handler  was  above  his  base  price.  This 
was  the  result  of  the  small  quantity  of 
excess  milk  delivered,  all  the  milk  being 
used  in  Class  I,  a handler  pool,  and 
additional  money  being  added  to  the 
pool  as  a result  of  audit  or  other  adjust- 
ments.” Extract  from  a letter  from  M. 
Lloyd  Downen,  University  of  Tennessee, 
Knoxville,  January  15,  1958. 
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total  bases  to  more  nearly  equal 
fluid  use  (Class  I).  Thus,  every- 
one’s base  may  be  reduced  20  per- 
cent, if  delivered  bases  otherwise 
would  exceed  fluid  use  by  about 
that  percentage.  Or,  if  receipts 
from  producers  during  the  fall  are 
less  than  fluid  use  the  rest  of  the 
year,  each  farmer  may  be  assigned 
a base  equal  to  110  percent  of  his 
average  deliveries  during  the  base 
setting  period.  These  devices  are 
used  so  that  the  base  price  can  be 
about  the  Class  I price  and  the 
excess  price  about  the  same  as  that 
of  Class  II. 

These  practices  of  adjusting 
bases  somewhat  to  fluid  use  were 
employed  a few  years  ago  in  some 
markets  of  the  South  and  perhaps 
in  smaller  markets  elsewhere.  Prac- 
tices have  been  changed  in  many 
southern  markets,  in  particular,  and 
published  information  does  not  re- 
veal any  market  where  bases  were 
adjusted  to  utilization  in  1957. 

These  methods  of  computing  base 
and  excess  prices  have  assumed 
milk  is  priced  to  distributors  ac- 
cording to  use.  A later  section, 
found  on  page  22,  entitled  “Base- 
Excess  Plan  Without  Class  Pric- 
ing” gives  information  on  other 
methods  of  pool  computation. 

Base  Forming  Period 

Bases  usually  are  established  by 
deliveries  of  each  producer  during 
the  months  when  total  deliveries  to 
the  market  are  lowest.  Both  the 
length  and  timing  of  base  forming 
periods  vary  considerably,  since 
conditions  vary  from  market  to 
market. 

Provisions  in  effect  in  Federal 
order  markets  give  an  indication  of 
the  different  practices  in  use.  Table 
1 summarizes  provisions  in  34  Fed- 


Table  1 . Base  forming  periods  in  Fed- 
eral order  markets,  Dec.  31,  1956 


Period 

Number 

of 

markets 

July-October 

1 

July-December 

1 

August-N  o vember 

3 

August-December 

4 

August- January 

1 

September-N  o vember 

1 

September-December 

14 

September-January 

3 

September-F  ebruary 

4 

October-December 

1 

October-February 

1 

Total 

34 

Recapitulation — length  of  base  forming 
period 

3 months 

2 

4 months 

18 

5 months 

8 

6 months 

6 

Source:  Tabulation  prepared  by  Dairy 
Division,  Agricultural  Marketing  Serv- 
ice, U.  S.  Dept,  of  Agr.  Revised  by 
reference  to  Code  of  Federal  Regulations. 

eral  order  markets  on  December  31, 
1956.  The  base  forming  period 
started  as  early  as  July  (Black 
Hills  and  Minneapolis-St.  Paul) 
and  as  late  as  October  (Cleveland 
and  New  Orleans).  The  most  com- 
mon period  used  was  September- 
December  in  14  markets.  As  to  total 
length,  18  markets  used  4 months, 
8 markets  used  5 months,  6 markets 
used  6 months,  and  2 markets  used 
only  3 months. 

Some  information  is  available  on 
base  forming  periods  in  southern 
markets  under  State  control  and 
markets  without  administrative 
pricing.  The  periods  used  appear 
typically  longer  and  later  than 
those  in  Federal  order  markets.  For 
example,  the  period  of  September 
to  February  is  in  widespread  use  in 
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Georgia,  Mississippi,  South  Caro- 
lina, and  Tennessee. 

Selecting  Base  Forming  Period 

The  usual  approach  in  picking 
the  months  that  will  establish  bases 
for  individual  producers  is  to 
choose  those  with  lowest  total  de- 
liveries. It  follows  that,  where  there 
is  a definite  and  fairly  short  sea- 
sonal slump  at  the  same  time  dur- 
ing most  years,  the  base  forming 
period  may  be  short.  A pattern  of 
gradual  seasonal  increases  and  de- 
creases, on  the  other  hand,  or  vari- 
able timing  of  the  flush  and  short- 
age seasons  seems  to  indicate  a 
longer  base  forming  period.  The 
months  chosen  should  ordinarily 
include  the  months  of  lowest  de- 
liveries. 

Some  persons  have  pointed  to 


the  usual  timing  lag  in  seasonal 
patterns  in  suggesting  the  appro- 
priate base  forming  months.  They 
say  that,  if  the  base  forming  period 
is  September  to  December,  many 
farmers  will  work  to  increase  pro- 
duction in  these  months  but  they 
will  encounter  problems.  The  re- 
sult will  be  that  October  to  January 
deliveries  will  increase  the  most. 
Breeding  problems,  in  particular, 
lead  to  this  delay  and  lag.  Farmers 
also  may  overlook  the  fact  that  a 
cow  does  not  reach  full  production 
for  a few  weeks  after  freshening. 
The  conclusion  from  these  observa- 
tions often  is  that  the  base  forming 
period  should  be  timed  a month 
ahead  of  the  seasonal  shortage.  This 
reasoning  has  much  merit. 

Seasonal  variations  have  been  re- 
duced substantially  in  some  mar- 
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Beginning  of  the  school  year  often  signals  an  upsurge  in  milk  use. 


kets,  and  the  timing  has  become 
erratic.  The  seasonal  pattern  in  the 
Wichita,  Ivans.,  pool  is  an  example. 
Seasonal  variations  there  have  not 
been  great,  at  least  since  1950.  The 
most  noteworthy  characteristic  dur- 
ing the  years  1950-56  was  the  ir- 
regularity of  the  pattern.  The  total 
amount  of  milk  delivered  was  mov- 
ing upward  and  it  was  necessary  to 
observe  seasonal  variations  around 
the  trend  line.  On  this  basis,  the 
seasonal  low  was  in  March  (once), 
April  (twice),  July  (once),  No- 
vember (twice),  and  December 
(once)  during  those  years. 

Most  people  would  agree  that  re- 
duction of  seasonal  variations  is 
good  and  the  market  that  has  level 
production  has  a desirable  situa- 
tion. This  question  arises,  however : 
What  seasonal  provisions  are  need- 
ed after  seasonal  variations  are 
minor  and  irregular  variations  have 
appeared?  Full  discussion  of  this 
sort  of  special  question  is  beyond 
the  scope  of  this  report. 

Short  Base  Forming  Period 

The  preceding  discussion  implied 
that  the  base  forming  period  should 
be  as  short  as  possible  and  yet  in- 
clude in  most  years  the  seasonal  low 
of  deliveries.  This  principle  makes 
a good  start  but  has  its  limitations. 

A short  base  forming  period 
gives  farmers  an  opportunity  to 
build  up  production  for  the  short 
base  period  but  leave  troughs  of 
deliveries  on  either  side.  Farmers 
may  build  up  production  for  a short 
period  by  buying  cows  in  the  base 
forming  period  as  temporary  addi- 
tions to  their  herds,  or  by  tempo- 
rary extremely  heavy  feeding  rates. 
It  is  sometimes  alleged  that  a farm- 
er has  carried  milk  across  the  road 
from  another  farmer  not  as  con- 


cerned with  base,  in  order  to  get  a 
higher  base.  These  latter  actions 
are  not  in  compliance  with  the  rules 
of  the  base-excess  plan  and  health 
regulations. 

A short  base  forming  period  im- 
poses an  additional  hardship  on  a 
farmer  who  has  already  had  a hard- 
ship like  fire  or  disease  in  his  herd. 
If  the  forming  period  is  compara- 
tively long,  he  may  have  his  herd  in 
full  production  part  of  the  period 
and  not  be  so  severely  affected. 

In  view  of  these  limitations,  the 
base  forming  period  usually  has 
been  3 months  or  longer. 

Base  Operating  Period 

The  base  having  been  established, 
it  is  necessary  to  specify  the  months 
the  base  will  apply.  The  base  op- 
erating period  is  the  months  each 
year  that  bases  are  used  in  comput- 
ing returns  to  individual  producers. 
The  base  may  be  established  during 
the  period,  September  to  December. 
This  base  may  be  used  in  com- 
puting returns  during  following 
months — April  to  J uly,  for  ex- 
ample. 

Provisions  of  Federal  order  mar- 
kets indicate  the  different  practices. 
Table  2 summarizes  provisions  in 
34  Federal  order  markets  on  De- 
cember 31,  1956.  Of  these  markets 
29  had  a base  operating  period  from 
3 to  6 months  in  length  during  the 
usual  season  of  flush  milk  produc- 
tion in  each  market.  The  base 
operating  period  in  the  other  five 
markets  was  the  entire  year.  In 
each  of  these  five  cases,  the  base 
operating  period  started  1 month 
after  the  close  of  the  base  forming 
period.  (At  this  time,  that  is,  the 
change  was  made  from  the  base 
formed  late  in  1955  to  that  formed 
late  in  1956.) 


11 


Table  2.  Base  operating  period  in 
Federal  order  markets , Dec.  31,  1956 


Period 

l - 

Number 

of 

markets 

Entire  year 

5 

January- June 

3 

Februarv-July 

9 

March-June 

4 

March-July 

4 

March-August 

3 

April- June 

2 

April- July 

3 

April-August 

1 

Total 

34 

Recapitulation — length  of  base  operating 
period 

3 months 

2 

4 months 

7 

5 months 

5 

6 months 

15 

12  months 

5 

Source:  Adapted  from  tabulation  pre- 
pared by  Dairy  Division,  Agricultural 
Marketing  Service,  U.  S.  Dept,  of  Agr. 
Revised  by  reference  to  Code  of  Federal 
Regulations. 

As  with  base  forming  periods, 
comparatively  long  base  operating 
periods  were  used  in  southern  mar- 
kets under  State  control  and  in 
markets  without  administrative 
pricing.  Several  sources  indicate 
that  6 -month  base  operating  periods 
were  common  in  the  early  1950’s  in 
Arkansas,  Georgia,  Mississippi,  and 
Texas  markets.  In  these  cases,  the 
base  operating  period  often  began 
immediately  at  the  end  of  the  base 
forming  period  and  continued  until 
the  beginning  of  the  next  base 
forming  period.  South  Carolina 
and  Virginia  markets  used  the  base 
in  computing  returns  throughout 
the  year. 

Selecting  Base  Operating  Period 

The  base  operating  period  must 
include  the  usual  months  of  flush 
milk  deliveries.  It  may  be  fairly 


short  if  there  is  a definite  and  fairly 
short  seasonal  flush  at  the  same 
time  most  years.  A pattern  of 
gradual  seasonal  increases  and  de- 
creases or  variable  timing  of  the 
flush  and  shortage  periods  requires 
a longer  base  operating  period. 
This  comment  also  applies  to  the 
base  forming  period.  Thus  if  tim- 
ing is  variable,  the  forming  and 
operating  period  might  each  be  6 
months.  Another  alternative  is  to 
use  bases  in  computing  returns  for 
all  12  months. 

A basic  question  is  the  choice  be- 
tween a seasonal  and  a 12-month 
operating  period.  A 12-month 
operating  period  involves  using  the 
base  in  computing  returns  at  the 
same  time  the  base  for  the  follow- 
ing year  is  being  established. 

Use  of  separate  base  and  excess 
prices  in  computing  returns  neces- 
sarily involves  discouragement  of 
production  and  deliveries  above  the 
allotted  base.  Herrmann  and 
Welden  reasoned  that  it  was  illogi- 
cal to  discourage  deliveries  in  the 
fall  if  the  market  was  usually  short 
of  milk  in  that  season  (7,  p.  ^). 
There  is  an  appearance  of  working 
at  cross  purposes  when  production 
is  encouraged  (to  set  base  for  the 
next  base  operating  period)  at  the 
same  time  production  is  dis- 
couraged by  paying  a lower  price 
for  deliveries  over  the  currently 
effective  base. 

Provisions  of  the  Detroit, 
(Mich.)  Federal  order  attempt  to 
overcome  this  problem.  In  that 
case,  during  any  month  that  total 
receipts  from  producers  are  less 
than  112.5  percent  of  total  Class  I 
use,  all  producers  are  paid  the  uni- 
form price.  That  is,  any  month  is 
automatically  not  a base  operating 
month  if  producer  deliveries  in  that 
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month  are  not  at  least  112.5  percent 
of  Class  I use  (£5,  p.  301+) . 

Open  Versus  Closed  Bases 

This  discussion  so  far  has  im- 
plied open  bases — that  is  entirely 
new  bases  are  established  each 
year.  But,  particularly  in  the 
1930's,  many  markets  carried  over 
established  bases  from  year  to  year 
with  no  changes  or  with  small 
changes.  These  markets  were 
operating  on  what  we  now  call 
closed  or  semiclosed  bases. 

An  open  base  policy  is  appro- 
priate when  the  only  purposes  are 
to  adjust  seasonal  deliveries  and  to 
pay  producers  according  to  their 
seasonal  contribution  to  the  market. 
On  the  other  hand,  setting  new 
bases  may  be  strictly  limited  when 
the  purpose  is  to  control  the  annual 
level  of  deliveries. 

Closed  bases  clearly  discourage 
increases  in  shipments  since  the  in- 
crease usually  will  obtain  only  the 
excess  price.  But  unless  there  is  a 
penalty  for  under-base  deliveries, 
base-excess  provisions  with  closed 
bases  provide  little  incentive  to  con- 
trol the  seasonal  pattern. 

The  issue  may  be  pointed  up  by 
saying  it  is  doubtful  that  closed 
bases  should  be  discussed  in  a re- 
port on  seasonal  pricing.  The  topic 
more  clearlv  belongs  in  an  analysis 
of  production  control  devices. 
There  is  a tendency,  however,  to 
consider  closing  bases  when  the 
market  encounters  a year-round 
surplus  of  milk.  This  may  be  done 
wtliout  realizing  that  seasonal  pric- 
ing is  largely  sacrificed  for  this 
means  of  production  control. 

In  the  late  1930’s,  many  pro- 
ducers became  dissatisfied  with 
base-excess  plans  with  closed  bases. 
They  objected  to  the  inflexibility 
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of  the  plans,  seeing  that  they  dis- 
couraged adjustments  in  farm  op- 
erations that  were  otherwise  de- 
sirable. Adjustment  of  bases  for 
special  circumstances  created  dis- 
trust, jealousy,  and  friction  among 
farmers.  These  conditions  led  to 
the  elimination  of  base-excess  plans 
in  several  major  markets.  In  the 
1950‘s,  this  experience  is  still  vivid 
in  the  memory  of  many  persons, 
and  officials  have  tried  to  avoid 
repetition  of  the  earlier  mistakes. 

Farmers  and  officials  who  con- 
sider closed  base  provisions  should 
weigh  the  matter  carefully.  They 
should  study  the  pricing  results  of 
closed  versus  open  bases,  as  well 
as  earlier  experience  with  closed 
bases.  They  may  find  that  it  is 
necessary  to  largely  sacrifice  a use- 
ful seasonal  pricing  plan  in  an 
effort  to  deal  with  wliat  seems  a 
burdensome  surplus. 

Research  underway  at  Virginia 
Polytechnic  Institute,  Blacksburg, 
Va.,  in  1957  and  early  1958  may  be 
noted.  In  Virginia  markets  studied, 
total  deliveries  were  comparatively 
uniform  although  bases  in  these 
markets  had  been  semiclosed  for 
several  years  or  more.  There  was 
no  clear  explanation  of  the  differ- 
ence between  this  experience  and 
wliat  the  analysis  of  incentives 
leads  one  to  expect.  Producers  for 
the  Virginia  markets  continued  to 
have  a large  incentive  to  keep  their 
deliveries  in  the  base  making  period 
of  any  year  from  falling  below 
previously  established  base.  There 
may  have  been  nonprice  incentives 
for  fairly  even  deliveries,  as  well. 

With  two  minor  exceptions,  en- 
tirely new  bases  are  established  each 
year  in  Federal  order  markets.  The 
Detroit  and  Muskegon,  Mich.,  or- 
ders provide  partial  credits  to  pro- 
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clucers  who  fail  1 year  to  make  their 
old  base  during  the  current  base 
forming  period.  This  partially  re- 
lieves the  hardship  that  may  result 
from  disease  or  breeding  trouble. 
At  the  same  time,  the  farmer  who 
fails  to  maintain  deliveries  in  the 
fall  through  carelessness  also  is 
spared  the  full  penalty  for  that 
carelessness.  Partial  credits  for  old 
base  to  farmers  who  fail  to  make 
that  base  also  water  down  the 
compensation  to  producers  who 
make  a successful  etfort  to  increase 
base. 

Bases  for  New  Producers 

Provisions  of  a base-excess  plan 
may  specify  how  new  producers 
are  treated.  For  the  purpose  of 
discussion  in  this  section,  a new 
producer  is  one  who  starts  delivery 
to  the  market  after  the  first  day  of 
the  base  forming  period  and  too 
late  to  set  his  base  by  the  simple 
average  of  his  deliveries.  The  “too 
late”  part  of  this  definition  will  be 
clarified  a few  paragraphs  later. 
Base-excess  rules  of  most  Federal 
order  markets  do  not  include  any 
new  producer  rules.  All  Federal 
orders  with  base  operating  periods 
longer  than  6 months,  as  well  as 
some  others,  have  new  producer 
clauses.  Without  such  a clause, 
producers  who  enter  the  market  too 
late  to  set  a base  receive  the  excess 
price  for  their  milk  during  the  base 
operating  period. 

Other  markets  give  new  pro- 
ducers a fractional  base  although 
they  do  not  deliver  milk  during  the 
regular  base  forming  period.  Under 
the  Chicago  Federal  order,  a new 
producer  has  a base  equal  to  60,  55, 
50,  and  50  percent  of  his  deliveries 
in  March,  April,  May,  and  June, 
respectively.  At  the  end  of  1956, 


10  Federal  orders  (of  the  34  with 
base-excess  provisions)  had  ar- 
rangements that  gave  a limited  base 
to  new  producers.3  “Old”  producers 
were  permitted  in  most  or  all  of 
these  cases  to  refuse  their  estab- 
lished base  and  take  the  new  pro- 
ducer provisions  instead. 

New  producer  provisions  clearly 
soften  the  rigors  of  base-excess 
plans  for  new  producers  and  “old” 
ones  with  extremely  low  fall  de- 
liveries compared  with  spring.  The 
new  producer  who  enters  too  late 
to  set  a base  is  not  forced  to  sell 
all  his  milk  during  a full  base 
operating  period  at  the  excess  price. 

Another  refinement  is  that  most 
base-excess  provisions  in  Federal 
order  markets  do  not  require  a pro- 
ducer to  start  deliveries  the  first 
day  of  the  base  forming  period. 
Instead,  the  base  is  figured  by  the 
average  deliveries  from  the  first 
day  of  actual  deliveries  to  the  end 
of  the  period.  For  example,  let  us 
say  the  base-forming  period  is 
September-December  and  Jones 
first  delivers  milk  to  a pool  plant 
on  September  23.  This  is  100  days 
from  the  end  of  December.  Jones’ 
total  deliveries  from  September  23 
to  December  31  are  then  divided  by 
100,  rather  than  122,  the  total  days 
from  September  1 to  December  31. 

Of  course  there  must  be  a limit 
to  this  privilege.  Provisions  always 
specify  a minimum  number  of  days. 
If  Jones  entered  the  market  on  No- 
vember 1,  rather  than  September 
23,  his  total  deliveries  probably 
would  be  divided  by  90,  a specified 
minimum,  rather  than  either  61  or 

3 Black  Hills,  Chicago,  Detroit,  Inland 
Empire,  Milwaukee,  Minneapolis  - St. 
Paul,  Muskegon,  Puget  Sound,  South 
Bend-La  Porte,  and  Wichita  Federal 
orders. 
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122.  Thus  October  2 would  be  the 
last  day  to  start  delivery  to  a pool 
plant  without  penalty  under  the 
base-excess  provisions.  This,  para- 
graph and  the  one  preceding  clarify 
the  utoo  late”  part  of  the  definition 
of  a new  producer  that  was  used 
previously. 

Are  these  moderating  provisions 
desirable?  If  the  base-excess  plan 
is  supported  on  the  premise  that 
the  fluid  market  in  the  spring 
should  belong  to  those  who  sup- 
plied it  in  the  fall,  there  seems  no 
reason  to  give  any  base  to  new 
producers.  But  this  idea  implies  a 
restriction  on  free  entry  into  the 
market.  This  negative,  restrictive 
idea  is  avoided  if  base-excess  plans 
and  other  plans  are  not  made  to 
rest  on  the  idea  of  “rights”  to  the 
market.  The  idea  of  encouraging 
a more  nearly  even  seasonal  flow 
of  milk  is  a more  positive  and  con- 
structive approach,  avoiding  re- 
strictive implications.  In  line  with 
this,  new  producers  may  be  granted 
a small  base.  They  will  come  under 
the  regular  provisions  of  the  plan 
after  the  first  season,  and  they  will 
have  a definite  seasonal  incentive. 

This  issue  of  new  producer  pro- 
visions is  especially  important  if 
the  base  operating  period  is  an  en- 
tire year.  Table  2 shows  that  this 
was  the  practice  in  five  Federal 
order  markets.  In  these  cases,  and 
without  new  producer  provisions, 
any  producers  who  might  begin  de- 
liveries too  late  to  establish  a regu- 
lar base  would  receive  only  the  ex- 
cess price  for  an  entire  year,  even 
during  the  following  fall  base 
forming  period.  This  would  indeed 
restrict  entry  into  the  market,  ex- 
cept early  in  the  base  forming 
period. 

For  this  reason,  all  five  markets 


have  new  producer  provisions.  Ex- 
cept for  the  Wit  chit  a,  Kans.,  mar- 
ket the  new  producer  provisions  in 
these  markets  were  liberal  in  the 
fall  months.  Further,  in  the  re- 
maining 4 markets  (2  in  Michigan 
and  2 in  Washington)  old  pro- 
ducers could  choose  the  “new  pro- 
ducer” provisions  in  the  fall  as  well 
as  at  other  times.  The  entire  effect 
of  these  provisions  was  that  there 
was  only  a modified  base  operating 
period  in  the  fall.  In  most  cases  in 
these  markets,  a producer  did  not 
need  to  take  the  excess  price  on 
more  than  25  percent  of  his  de- 
liveries in  any  month  from  Sep- 
tember to  December. 

Base  Adjustments 

Base-excess  plans  imply  that  each 
farmer  has  the  power  largely  to 
control  his  production  pattern  year 
after  year.  In  practice,  some  farm- 
ers become  victims  of  circumstances 
over  which  they  have  no  control 
whatever.  The  base-excess  plan 
penalizes  them  as  though  they  had 
intentionally  chosen  an  undesirable 
seasonal  pattern.  The  resulting  feel- 
ing of  injustice  and  resentment  may 
more  than  offset  benefits  of  the 
plan.  Some  provisions  for  avoiding 
or  minimizing  penalties  arising 
from  circumstances  beyond  the 
producer’s  control  may  be  desirable. 
However,  abuse  or  misunderstand- 
ing of  the  question  of  such  provi- 
sions also  endangers  the  success  of 
the  plan.  Some  compromise  of  these 
conflicting  considerations  is  essen- 
tial. 

In  the  1930’s,  many  dairy  co- 
operatives permitted  members  to 
apply  for  adjustment  of  their  bases. 
Grounds  for  an  adjusted  base  might 
be  disease  in  the  herd,  breeding 
trouble,  fire,  and  other  hardships. 
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A committee  of  farmers  usually 
considered  these  requests  and  made 
the  decisions.  The  need  and  de- 
sirability of  such  adjustments  no 
doubt  seemed  convincing,  especially 
in  markets  with  closed  bases.  Other- 
wise some  unavoidable  misfortunes 
might  have  resulted  in  such  a low" 
price  for  several  years  that  the 
farmer  might  have  been  forced  out 
of  business.  It  should  be  empha- 
sized that  base  adjustments  did  not 
seem  to  involve  serious,  market- 
disturbing  problems  except  where 
bases  were  closed. 

It  is  generally  agreed  that  base 
adjustment  procedures  were  poor- 
ly administered  in  several  markets. 
The  result  was  jealousy,  distrust, 
and  indeed  a general  loss  of  confi- 
dence among  members  in  the  co- 
operatives themselves.  This  diffi- 
culty contributed  to  the  ending  of 
base-excess  plans  in  some  markets. 

The  painful  experience  with  base 
adjustment  committees  has  largely 
been  avoided  in  the  1940’s  and 
1950’s.  In  many  of  the  large  mar- 
kets, base-excess  provisions  are  part 
of  Federal  order  provisions  and 
are  handled  by  the  market  admin- 
istrator. He  operates  according  to 
specific  provisions  in  the  order,  and 
these  rules  do  not  provide  for  base 
adjustments.  Cooperatives  that  still 
administer  base-excess  provisions 
can  similarly  avoid  the  base  ad- 
justment problem.  This  does  not 
eliminate  the  original  hardships 
but  does  eliminate  the  more  serious 
problems  that  seem  to  result  from 
base  adjustment  procedures. 

Experience  in  the  1950’s  with 
base  adjustments  provides  striking 
contrast  with  that  in  the  1930’s. 
Then  bases  of  as  many  as  1,500 
producers  were  adjusted  some  years 
at  Philadelphia ; and  at  Detroit,  ad- 


justment requests  approached  100 
a month  in  the  flush  season  (£7, 
pp . 18 , 21 ).  In  1957,  how-ever,  few 
markets  v7ere  known  to  provide  for 
adjustments.  At  Sioux  Falls,  S. 
Dak.,  with  about  300  producers,  the 
producers’  cooperative  used  a base- 
excess  plan  not  incorporated  in  the 
Federal  order.  There  were  reported 
to  have  been  tvro  base  adjustments 
in  1955  and  none  in  1956. 

The  Pure  Milk  Association,  Chi- 
cago, 111.,  adopted  in  1955  a “loss 
of  base”  feature  in  its  insurance 
program.  Thus,  members  whose 
base  was  reduced  by  fire  or  quaran- 
tine for  disease  received  payments 
for  the  loss  through  the  insurance 
program.  The  loss  was  figured  by 
comparing  the  producer’s  average 
deliveries  for  7 days  before  the 
disaster  to  the  base  as  computed  by 
the  Federal  market  administrator 
($,  p.  8).  This  method  of  compen- 
sating for  disaster  losses  may  be 
less  troublesome  than  base  adjust- 
ments have  been. 

New  producer  provisions,  dis- 
cussed on  pages  14-15,  provide  still 
another  way  to  soften  penalties 
arising  from  circumstances  beyond 
the  producer’s  control. 

Base  Transfers 

Base  rules  must  specify  whether 
base  may  be  transferred  and  under 
what  conditions.  More  than  10 
percent  of  herds  in  a market  may 
change  hands  during  a year,  so  the 
privilege  of  transferring  base  is 
important.  Officials  in  some  mar- 
kets formerly  spoke  of  “turnover 
rates”  of  20-25  percent  of  producers 
a year,  but  the  increasing  speciali- 
zation of  milk  production  has  re- 
duced this  turnover. 

The  base  transfer  provisions  in 
Federal  order  markets  illustrate 
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several  alternatives.  These  range 
all  the  way  from  free  transfer  of 
base  to  very  restrictive  provisions. 

Two  elements  of  base  transfer 
rules  appear  the  same  in  all  cases 
in  Federal  orders.  In  every  case, 
transfer  requires  written  applica- 
tion to  the  market  administrator. 
In  many  cases,  the  order  states 
further  that  the  application  must 
be  signed  by  all  interested  parties. 
The  other  uniform  element  is  that 
the  base  may  not  be  split ; the  entire 
base  of  a producer  must  be  trans- 
ferred, or  none. 

The  transfer  of  part  of  a base 
could  become  an  abused  privilege. 
A large  portion  of  base  might  be 
transferred  with  a few  cows  in 
order  to  “cover”  the  purchasing 
producer  who  otherwise  would  ex- 
pect to  exceed  his  base. 

Denver  (Colo.)  Milk  Producers, 
Inc.,  operates  a base  plan  with  the 
privilege  of  transferring  parts  of 
a base.  (Denver  had  no  Federal  or 
State  marketing  order  in  1957.) 


The  transfer  of  fractional  bases  is 
made  only  on  showing  a hardship, 
and  it  requires  approval  of  the  asso- 
ciation manager.  An  interesting  ex- 
ception is  that  a fractional  base 
may  be  transferred  with  sale  of 
one  or  more  registered  cows.  The 
purpose  of  this  exception  is  to  en- 
courage exchange  of  registered 
cows  for  herd  improvement. 

Almost  half  the  Federal  order 
markets  with  base-excess  provisions 
had  restrictive  transfer  provisions 
in  early  1957.  Typical  wording  may 
be  quoted  from  the  “Appalachian” 
order,  as  follows,  “Bases  may  be 
transferred  by  notifying  the  market 
administrator  in  writing  before  the 
last  day  of  any  month  for  which 
such  base  is  to  be  transferred  to  the 
person  named  in  such  notice  only  as 
follows : 

“(1)  In  the  event  of  death,  re- 
tirement or  entry  into  military 
service  of  a producer,  the  entire 
base  may  be  transfered  to  a member 
of  such  producer’s  immediate  fam- 
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ily  who  carries  on  the  dairy  opera- 
tions. 

u (2)  If  a base  is  held  jointly  and 
such  joint  holding  is  terminated, 
the  entire  base  may  be  transferred 
to  one  of  the  joint  holders”  (25, 
p.  292). 

These  provisions  very  definitely 
restrict  base  transfers.  Almost 
another  half  of  the  base-excess  pro- 
visions of  Federal  orders  permit 
virtually  free  transfer  of  base.  The 
remaining  few  orders  have  more 
liberal  transfer  provisions  than  the 
example  quoted,  but  do  not  permit 
free  transfer. 

The  restrictive  base  transfer  pro- 
visions probably  resulted  from  ex- 
perience in  the  1930’s  with  closed 
bases  and  sale  of  the  base.  Transfer 
of  base  is  less  likely  to  become  a 
controversial  issue  when  new  bases 
are  formed  each  year. 

The  transfer  of  base  between 
handlers  may  be  a problem.  Where 
base-excess  provisions  are  part  of 
Federal  orders,  the  base  plan  is 
administered  by  the  market  ad- 
ministrator. The  base  automatically 
goes  with  the  producer  if  his  milk 
goes  to  a different  handler.  The 
transfer  of  bases  between  handlers 
is  believed  rare  except  under  Fed- 
eral orders  or  in  markets  with 
strong  cooperatives.4 

Obstructions  to  transferring  base 
between  handlers  certainly  handi- 
cap the  mobility  and  efficient  mar- 
keting of  milk.  A cooperative  is 
greatly  handicapped  if  it  does  not 
establish  authority  to  direct  milk 
of  its  members  from  one  handler 


4 Under  orders  administered  by  the 
State  Milk  Commission  of  Virginia,  pro- 
ducers are  transferred  between  distribu- 
tors by  authority  of  the  commission.  A 
producer’s  base  automatically  goes  with 
his  milk. 


to  another  without  pricing  ob- 
stacles. 

Too  restrictive  base  transfer  pro- 
visions may  be  hard  to  enforce.  For 
example,  a farmer  selling  part  or 
all  his  herd  may  arrange  with  the 
buyer  and  the  hauler  to  pick  up 
milk  at  the  farm  where  the  cows 
were  purchased,  delivering  the  milk 
in  cans  of  the  original  owner  of  the 
cows.  The  adoption  of  bulk  hand- 
ling of  market  milk  may  reduce 
this  practice  since  in  many  States 
the  hauler  of  bulk  milk  is  respon- 
sible under  a State  license. 

The  transfer  of  a dairy  farm 
after  about  the  start  of  the  base 
forming  period  and  before  the  end 
of  the  operating  period  may  be 
seriously  obstructed  by  restrictive 
base  transfer  provisions.  For  ex- 
ample, let  us  say  Brown  wants  to 
sell  his  farm  with  a milking  herd 
of  30  cows  to  Smith.  It  is  January, 
and  Brown  has  set  a daily  base  of 
500  pounds.  This  base  will  be  used 
in  computing  returns  from  Febru- 
ary through  July,  181  days.  As- 
sume further  that  the  herd  has  been 
bred,  fed,  and  otherwise  managed 
so  the  earned  base  can  be  produced 
and  delivered  each  month.  If  the 
average  difference  between  the  base 
and  the  excess  prices  averages  a 
modest  $1  a hundredweight,  the 
base  is  “worth”  $905.  This  amount 
will  be  lost  if  Brown  sells  his  farm 
and  herd,  but  cannot  transfer  the 
base. 

A base-excess  plan  thus  sub- 
stantially restricts  the  free  ex- 
change of  farms  and  herds  unless 
base  can  be  transferred  along  with 
the  herd.  It  seems  appropriate  to 
permit  transfer  to  a new  producer 
on  the  same  farm,  and  to  a pro- 
ducer on  another  farm  on  the  sale, 
lease,  or  other  conveyance  to  that 
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producer  of  the  entire  herd.  All 
transfers  should  require  written 
application  and  approval  of  the 
agency  ( administrator,  cooperative, 
or  similar  person  or  group  that  ad- 
ministers the  plan).  Local  condi- 
tions may  make  desirable  more  re- 
strictive, or  more  liberal,  transfer 
provisions.  However,  the  provisions 
outlined  seem  an  appropriate  start- 
ing point.  Departures — especially 
greater  restrictions — should  be  con- 
sidered carefully  before  they  are 
adopted. 

Quantity  of  Base  Allotted 

The  usual  procedure  is  to  allot 
as  base  the  average  of  a producer’s 
deliveries  during  the  base  forming 
period,  no  more  and  no  less.  Minor 
refinements  of  this  procedure  have 
been  described,  such  as  new  pro- 
ducer provisions,  and  the  minimum 
days  of  delivery  during  the  base 
forming  period. 

Some  base-excess  plans  have 
made  more  fundamental  departures 
from  the  usual  averaging  pro- 
cedure. The  plan  may  be  more 
“liberal,”  and  allow  base  equal  to 


110  or  120  percent  of  average  de- 
liveries in  the  base  forming  period. 
The  plan  may  be  more  “strict,”  on 
the  other  hand,  reducing  allotted 
bases  downward  from  average  fall 
deliveries.  Readers  who  are  not 
interested  in  either  departure  from 
the  usual  averaging  procedure  may 
go  on  to  the  next  section. 

The  “liberal"  approach  of  greater 
bases  than  average  fall  deliveries 
appears  to  be  an  effort  to  maintain 
producer  support  of  seasonal  pric- 
ing. This  liberality  may  be  ac- 
ceptable as  a temporary  measure  on 
introducing  a base-excess  plan,  un- 
til farmers  become  more  familiar 
with  the  plan.  Allotment  of  greater 
bases  than  fall  deliveries  was  used 
as  such  a temporary  measure  in  the 
Chicago,  Milwaukee,  and  Minne- 
apolis-St.  Paul  markets.  In  each 
case  the  simple  averaging  pro- 
cedure was  adopted  when  the  edu- 
cational process  was  further  along 
and  more  farmers  accepted  seasonal 
price  incentives. 

Table  3 illustrates  the  effect  of 
greater  bases  than  average  fall  de- 
liveries. In  this  illustration,  bases 


Table  3.  Price  returns  to  producers  with  different  seasonal  patterns , com- 
paring base-excess  plan  with  base  equal  to  average  of  fall  deliveries , greater 
than  average , and  less  than  average  1 


Base  in  relation  to  average  of  fall 
deliveries 


Seasonal  pattern  of  deliveries  by  producer 


Fall  peak 

Equal  spring  and  fall 

Moderate  spring  peak 

High  spring  peak 

Price  difference — fall  peak  to  high  spring  peak__ 


Equal 

10  percent 
greater 

10  percent 
less 

Annual  average  price 

$4.  806 
4.  783 
4.  683 
4.  453 

$4.  / 58 
4.  727 
4.  682 
4.  458 

$4.  877 
4.  794 
4.  666 
4.  446 

. 353 

. 300 

. 431 

1 Data  used  in  computing  these  prices  were  based  on  study  of  many  market  situa- 
tions. These  illustrative  data  are  believed  to  show  relationships  studied  here  more 
clearly  than  would  actual  data  from  any  one  market  for  any  1 year. 


19 


were  computed  for  four  hypotheti- 
cal producers  with  different  season- 
al patterns.  Figure  2 illustrates 
these  patterns.  In  table  3,  bases 
were  first  computed  equal  to  the 
average  of  fall  deliveries,  then  10 
percent  greater,  and  finally  10  per- 
cent less  than  average  fall  deliver- 
ies. Many  data  are  used  in  com- 
puting such  an  example  and  are  too 
lengthy  to  include. 

With  bases  equal  to  fall  de- 
liveries, the  illustrative  “fall  peak” 
producer  received  an  annual  aver- 
age price  per  hunderweight  $0,353 
greater  than  the  “high  spring”  pro- 
ducer. The  seasonal  incentive 
represented  by  this  price  difference 
was  reduced  to  $0,300  per  hundred- 


weight when  bases  were  greater 
than  fall  deliveries.  The  reason  for 
this  result  was  that  the  price  paid 
farmers  for  base  milk  was  less, 
since  computed  and  delivered  bases 
were  greater.  (Recall  from  fig.  1 
that  the  base  price  is  a blend  or 
weighted  average  of  prices  handlers 
pay  for  Class  I and  Class  II  milk, 
depending  on  the  amount  of  de- 
livered base  in  relation  to  Class  I 
use. ) 

No  more  money  is  put  into  the 
pool  by  increasing  computed  bases ; 
it  simply  is  divided  differently 
among  producers.  A little  less  goes 
to  producers  with  the  highest  fall 
deliveries  compared  with  their 
spring  deliveries ; and  a little  more 


Figure  2. — Illustrative  seasonal  patterns  of  milk  deliveries  1 


1 These  patterns  were  based  on  study  of  records  of  monthly  deliveries  of  many 
individual  producers.  These  patterns  were  incorporated  in  computations  used  at 
several  places  in  this  report. 
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to  producers  with  a high  spring 
peak  of  deliveries. 

In  other  cases,  there  has  been  a 
decision  to  allow  producers  a base 
that  was  less  than  average  fall  de- 
liveries, so  total  bases  would  be 
nearly  equal  to  Class  I use.  The 
last  column  of  table  3 shows  the 
effect  of  allowing  base  equal  to  90 
percent  of  average  fall  deliveries  in 
this  illustration.  The  “fall  peak” 
producer  received  an  annual  aver- 
age price  per  hundredweight  $0,431 
higher  than  the  “high  spring  peak” 
producer  received.  The  reason  for 
this  result  was  that  the  price  paid 
farmers  for  base  milk  was  in- 
creased, since  computed  and  de- 
livered bases  were  less.  In  this  case 
a little  more  money  went  to  pro- 
ducers with  comparatively  the 
highest  fall  deliveries,  and  a little 
less  to  producers  with  a high  spring 
peak  of  deliveries. 

There  is  serious  question  whether 
bases  should  be  reduced  below  aver- 
age deliveries  to  more  nearly  equal 
Class  I needs.  The  data  presented 
show  that  this  usually  increases 
seasonal  incentives.  But  farmers 
may  not  understand  the  reason  and 
consequences  of  the  reduced  bases. 
They  may  think  something  is  being 
taken  from  them,  rather  than  that 
total  returns  are  divided  differ- 
ently. Milk  pricing  methods  are 
complex  at  best,  and  this  one 
complication  can  be  avoided. 

The  “strict”  policy  of  limiting 
bases  to  about  the  level  of  Class  I 
use  is  regarded  by  some  persons  as 
a production  control  device.  How- 
ever, a base-excess  plan  remains 
fundamentally  a seasonal  pricing 
system  as  long  as  bases  are  open 
and  handlers  pay  for  all  milk  used 
for  fluid  purposes  at  an  appropriate 
price.  The  issue  remaining  is  how 


the  pool  is  divided,  not  how  much 
is  in  the  pool. 

Penalty  for  Under  Base 

A few  markets  have  experiment- 
ed with  penalties  assessed  on  pro- 
ducers who  failed  to  deliver  their 
allotted  base.  Under  conditions  in 
most  markets  this  would  appear 
strange.  Most  markets  in  the  1950’s 
would  welcome  the  underdelivery 
of  base  by  some  producers.  How- 
ever, the  penalty  or  quota  system 
developed  under  other  conditions. 

A “base-quota”  plan  was  adopted 
at  Memphis,  Tenn.,  in  1947.5  Ordi- 
nary base-excess  provisions  had  be- 
come ineffective  since  locally  pro- 
duced milk  did  not  meet  fluid 
requirements.  Both  base  and  excess 
came  to  have  the  Class  I price. 

Seasonal  variations  were  serious 
to  the  producers'  association  since 
it  had  assumed  responsibility  for 
supplying  milk  needs  of  the  market. 
The  mechanics  of  the  quota  plan 
were  worked  out  to  make  deduc- 
tions against  payments  to  produc- 
ers who  did  not  deliver  their  base. 
Total  deductions  were  an  amount 
equal  to  the  association’s  net  cost 
of  importing  milk  from  other  areas 
to  meet  handlers’  needs.  Quota  pro- 
visions may  thus  seem  a logical 
companion  to  full  supply  contracts 
with  handlers. 

An  early  analysis  of  the  plan 
stated,  “The  plan  lias  shifted  the 
burden  of  the  net  cost  of  fluid  milk 
imports  from  the  dealers  to  the 
uneven  producers  whose  fluctuating 
production  record  makes  these  im- 
ports necessary.  Indications  are 
that  the  plan  is  an  incentive  to- 
ward more  level  production”  ( 8 . 
p.  ii) . This  plan  was  later  revised 


5 For  fuller  discussion,  see  (8). 
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considerably  but  it  gives  a useful 
example  of  quota  provisions.  It 
has  no  meaning  except  in  special 
circumstances.  These  are  that  the 
cooperative  is  responsible  for  im- 
porting milk  at  the  time  the  market 
is  not  fully  supplied  from  local 
sources  and  that  the  cooperative 
does  not  sell  this  milk  at  its  full 
cost. 

Thus  a penalty  system  has  no 
effect  except  under  limited  condi- 
tions. An  even  more  basic  question 
is  whether  it  is  a suitable  seasonal 
pricing  device  at  any  time.  The 
device  implies  that  each  farmer 
should  establish  a level  pattern  of 
deliveries  and  maintain  it  year 
after  year.  Although  any  base- 
excess  plan  somewhat  implies  this, 
quota  features  added  to  a base  plan 
increase  the  farmer’s  penalty  for 
failing  to  establish  and  maintain  a 
level  pattern  of  deliveries. 

Would  it  be  good  herd  manage- 
ment and  generally  feasible  for  all 
farmers  to  establish  consistently 
level  patterns?  Perhaps  it  is  not 
feasible  for  them  to  do  so.  Seasonal 
price  plans  aim  at  making  the  total 
pattern  of  deliveries  conform  ap- 
proximately to  market  needs  with- 
out requiring  each  farmer  to  make 
his  individual  pattern  conform  to 
those  needs.  He  need  not  maintain 
a consistent  pattern  year  after  year 
to  obtain  desired  total  results.6 

Base-Excess  Plan  Without  Class 
Pricing 

A type  of  basing  plan  was  intro- 
duced into  many  markets  be- 
fore use-classification  pricing  was 
adopted.  Producers  were  assigned 
total  bases  that  about  equalled  fluid 


6 This  issue  is  discussed  in  more  detail 
in  (10). 


requirements  in  the  base-forming 
period.  They  then  were  paid  a base 
price  for  this  amount  of  milk  for 
the  following  year  or  the  “flush” 
season  of  the  year,  and  an  excess 
price  for  the  remainder. 

Some  markets  in  the  South  were 
using  this  system  as  recently  as 
1956.  For  example,  Tennessee 
handlers  not  under  Federal  control 
were  said  to  pay  producers  for  their 
established  base  about  the  current 
price  of  base  milk  in  neighboring 
Federal  order  markets,  and  about 
the  neighboring  excess  price  for 
deliveries  in  excess  of  base.  Records 
of  these  handlers  were  not  audited 
and  they  did  not  report  their  utili- 
zation. 

This  pricing  method  establishes 
seasonal  incentives  as  surely  as  a 
combination  class  pricing  and  base- 
excess  plan.  It  also  may  assist  in 
stablizing  the  market  much  in  the 
way  of  formal  class  pricing.  Cer- 
tainly the  pressure  on  handlers  to 
cut  off  producers  during  the  flush 
season  is  reduced  from  that  under 
a simple  flat  pricing  system  for  all 
milk.  Without  the  base-excess  pro- 
visions, handlers  are  under  pressure 
most  of  the  year  either  to  reduce 
purchases  to  their  fluid  needs  or  to 
reduce  the  price  to  that  of  milk  for 
manufacturing  use. 

The  contrast  between  basing  pro- 
visions without  class  pricing  and 
base-excess  provisions  combined 
with  class  pricing  may  be  further 
clarified.  This  combination  plan, 
as  it  sometimes  has  been  called, 
splits  the  payment  system  in  two 
parts.  Class  prices  relate  to  the 
method  of  selling  milk  to  distribu- 
tors, and  to  the  method  they  use  to 
compute  the  total  amount  clue  pro- 
ducers. Base-excess  provisions  re- 
late to  the  method  of  distributing 
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sales  returns  among  individual 
producers.  Without  class  pricing, 
base-excess  provisions  are  made  to 
serve  both  duties. 

The  need  for  class  pricing  in- 
creases when  a market  is  not  short 
of  milk.  Shortages  provide  incen- 
tives to  move  milk  among  handlers 
according  to  their  need,  largely 
equalizing  percentages  of  fluid  uti- 
lization. When  larger  daily  and 
seasonal  reserves  of  milk  produced 
for  a fluid  market  are  diverted  to 
manufacturing,  attention  is  usually 
given  to  a class  pricing  plan. 

Base-excess  pricing  is  not  a satis- 
facorty  substitute  for  use  classifi- 
cation in  the  final  analysis.  Dis- 
tributors are  still  subject  to  some 
of  the  inequity  of  the  old  simple 
flat  price  plan,  unless  the  burden 
can  be  shifted  to  producers.  Dis- 
tributors lose  when  they  sell,  to 
manufacturing  plants,  milk  pur- 
chased at  the  base  price.  In  a 
comparison  of  distributors,  those 
gain  an  advantage  who  have  the 
largest  proportion  of  milk  for  fluid 
use.  Producers  lose  when  milk 
purchased  as  surplus  is  bottled,  and 
they  may  be  gravely  injured  if  they 
lose  their  market. 

Farmers  can  usually  obtain  bet- 
ter marketing  conditions  by  seek- 
ing formal  use-classification  pric- 
ing along  with  a base-excess  plan. 
The  base-excess  provisions  de- 
scribed do  not  satisfy  all  the  needs 
of  the  market.  Class  pricing  is 
established  with  a set  of  objectives 
in  mind  largely  related  to  stabiliz- 
ing the  farmers’  market  for  milk, 
and  it  is  fundamental  to  orderly 
marketing  of  milk  for  fluid  use. 
Because  base-excess  provisions  are 
designed  to  provide  seasonal  in- 
centives, they  only  partly  do  the 
job  of  class  pricing. 


Farmer  Attitudes  Toward  Base 
Plans 

It  is  important  for  farmers  to 
have  confidence  in  the  way  their 
milk  is  priced.  Opposition  to 
mechanics  of  milk  pricing,  includ- 
ing the  seasonal  pricing  plan,  may 
lead  to  distrust  of  dealers  and  mar- 
keting officials,  and  jealousy  among 
producers  and  within  a cooperative 
may  weaken  its  entire  program. 

Surveys  in  several  markets  of 
farmer  attitudes  toward  the  base- 
excess  plan  in  their  market  have 
shown  them  favorable.  On  the 
other  hand,  the  preceding  discus- 
sion has  referred  several  times  to 
situations  where  farmers  did  not 
support  the  base-excess  plan  in 
their  market. 

Dairy  farmers  will  support  a 
soundly  designed  and  well-admini- 
stered base-excess  plan  that  they 
understand.  This  conclusion  was 
reached  by  careful  review  of  pub- 
lished reports  of  findings  in  several 
studies,  other  history,  and  recent 
experience  in  many  markets.  The 
three  requirements  of  sound  design, 
good  administration,  and  farmer 
understanding  are  not  always  easy 
to  attain.  An  earlier  publication  by 
the  author  was  devoted  to  the  idea 
that  cooperatives  and  other  agen- 
cies should  help  farmers  under- 
stand their  seasonal  problem  and 
price  plan  (fi). 

What  appear  to  be  the  major 
roadblocks  to  farmer  confidence  in 
a base-excess  plan?  Opposition  to 
the  inflexibility  and  the  administra- 
tive problems  of  closed  base  plans 
has  caused  the  most  difficulty.  In 
markets  with  closed  bases,  there 
often  were  wholesale  adjustments 
of  those  bases,  and  such  adjust- 
ments resulted  in  friction  and 
jealousy  among  the  producers. 


23 


The  second  roadblock  is  in 
securing  farmer  understanding. 
Numerous  studies  have  shown  that 
people  tend  to  support  sound  pro- 
grams they  are  familiar  with  and 
to  criticize  any  program  they  do 
not  understand.  This  generalization 
has  been  confirmed  in  several  sur- 
veys of  farmer  attitudes  toward 
seasonal  price  plans.  Larger  per- 
centages of  farmers  who  knew  the 
provisions  of  the  price  plan  in  their 
markets  have  said  they  approved 
those  provisions  than  of  farmers 
who  did  not  know  important  pro- 
visions. 

Advantages  and  Problems 

Discussion  of  base-excess  plans 
may  be  concluded  by  stating  ad- 
vantages and  problems  that  have 
been  'associated  with  the  plans. 
These  claimed  advantages  and 
problems  have  been  gathered  from 
many  sources,  and  there  will  be  a 
minimum  of  evaluation  (5,  p.  38; 
1 , p.  197 ; 9 , pp.  9-12;  15 , p.  5; 
21,  pp . 18-21;  27,  p.  5;  7 , p.  5;  26, 
pp.  76-77;  13,  p.  129;  2,  pp.  33-35). 

Some  of  these  statements  appear 
to  conflict  with  others,  since  they 
represent  the  various  views  of  many 
students  of  the  problem.  In  addi- 
tion, some  statements  may  apply  to 
certain  variations  of  base-excess 
plans  and  not  to  others.  The  wide 
variety  of  base-excess  plans  that 
have  been  used  may  have  had 
greatly  different  consequences. 

Advantages 

From  the  standpoint  of  fairness, 
the  base-excess  plan  ties  the  sea- 
sonal pricing  results  to  the  indi- 
vidual’s own  efforts.  Individual 
producers  receive  different  annual 
average  prices  for  their  milk,  de- 


pending on  the  amount  of  surplus 
they  contributed  to  the  market. 
This  is  mainly  an  advantage  of  any 
price  plan  that  provides  individual 
seasonal  incentives;  differences  in 
this  respect  between  major  types  of 
plans  are  minute. 

From  the  market  adjustment 
angle,  many  producers  are  likely 
to  respond  to  the  incentives  pro- 
vided by  increasing  their  percent- 
age of  deliveries  in  the  base  form- 
ing months.  Since  the  shortage 
months  are  chosen  to  form  base, 
the  adjustments  that  are  made 
bring  supplies  and  fluid  require- 
ments into  closer  seasonal  adjust- 
ment. 

The  plan  provides  the  producer 
a choice  as  to  how  much  milk  he 
personally  will  contribute  to  mar- 
ket needs.  This  choice  is  not  com- 
plete unless  delivered  bases  are 
exactly  equal  to  fluid  requirements. 
But  the  degree  of  choice  is  much 
greater  than  without  any  systematic 
seasonal  price  plan,  and  the  choice 
is  clearer  to  see  than  in  other  types 
of  plans. 

The  plan  encourages  farm  fami- 
lies to  use  more  milk  on  the  farm 
during  the  base  operating  period. 
It  also  can  increase  total  returns  to 
the  group  of  producers  in  a milk- 
shed,  at  the  same  time  requiring 
fewer  producers  of  market  milk. 

Problems 

The  base-excess  plan  as  usually 
designed  does  not  take  account  of 
erratic  changes  in  a producer’s  pat- 
tern and  the  apparent  difficulty  of 
controlling  these  changes.  The  me- 
chanics of  the  plan  imply,  on  the 
contrary,  that  the  appropriate  goal 
is  seasonally  uniform  deliveries  by 
each  producer  year  after  year. 

The  plan  itself  provides  no  in- 
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centive  to  deliver  more  milk  in  the 
fall  than  the  spring,  compensating 
for  high  spring  deliveries  by  other 
producers.  The  failure  to  provide 
this  incentive  is  seen  by  noting  that 
delivery  of  more  milk  in  the  fall 
than  the  spring  simply  results  in 
earning  base  that  is  not  delivered, 
which  does  not  increase  returns.  It 
is  possible  to  argue  that  a small 
incentive  remains  to  deliver  more 
milk  in  the  fall  than  in  the  spring. 
However,  this  discussion  does  not 
develop  these  points  exhaustively  or 
evaluate  them. 

The  two  preceding  paragraphs 
call  attention  to  the  failure  of  the 
base-excess  plan  to  recognize  that 
seasonal  deliveries  by  individual 
producers  either  complement  or  off- 
set each  other. 

The  base-excess  plan  introduces 
rigidity  and  tends  to  freeze  the 
milkshed  in  a particular  pattern,  if 
new  bases  are  not  formed  each  year. 
Indeed,  even  open-base  plans  often 
are  charged  with  restricting  entry 
into  the  market  and  preventing  de- 
sirable production  adjustments. 
The  problem  of  inflexibility  of 
closed  bases  tends  to  be  recognized 
by  providing  for  base  adjustments. 
This  may  be  a jump  from  the  fry- 
ing pan  into  the  fire,  since  base  ad- 
justments have  caused  considerable 
trouble  in  the  past. 

The  plan  is  more  costly  to  ad- 
minister than  others.  It  requires 
some  additional  computations  and 
records. 

The  plan  is  hard  for  producers  to 
understand.  (Some  features  of 
other  seasonal  price  plans  are  simi- 
larly charged.) 

The  base-excess  plan  may  in- 
crease annual  production.  Note  that 
this  charge  is  opposite  to  the  one 
that  the  plan  is  rigid  and  restricts 


entry  into  the  market.  Indeed, 
skilled  observers  seem  to  be  about 
evenly  divided,  some  charging 
that  the  plan  restricts  supply  in- 
creases and  others  that  it  en- 
courages greater  annual  production. 
Statistical  analysis  has  not  been 
conclusive  on  this  point. 

The  plan  may  shift  the  shortage 
season  from  the  fall  to  the  summer. 
Many  farmers  seem  to  respond  to 
the  base-excess  plan  by  trying  to 
breed  most  of  their  cows  to  freshen 
just  before,  or  early  in,  the  base 
forming  period.  These  farmers,  if 
they  succeed,  then  have  low  de- 
liveries just  before  the  base  forming 
period.  This  may  lead  to  a “sum- 
mer slump”  for  the  entire  market. 
The  base  forming  period  may  have 
to  be  changed  to  correct  this. 
Another  solution  is  to  emphasize 
breeding  for  year-round  produc- 
tion and  to  stress  the  need  for  a 
good  summer  forage  program. 

Frequent  changes  in  provisions 
may  cause  losses  to  farmers  who 
have  made  costly  changes  so  that 
they  could  capitalize  on  the  plan. 
These  farmers  resent  the  changes 
and  may  charge  that  persons  who 
suggested  and  approved  them 
showed  bad  faith.  For  these 
reasons,  careful  observers  empha- 
size the  need  to  announce  planned 
changes  long  ahead  of  time.  Ideally, 
changes  should  not  become  effective 
until  farmers  can  shift  their  pro- 
duction plans  appropriately.  This 
would  commonly  require  at  least  2 
years,  however,  and  this  delay  may 
not  be  acceptable  in  some  cases. 
Fisk  of  loss  of  confidence  and  of 
resentment  may  be  balanced  against 
the  inconvenience  of  delay  in  mak- 
ing changes  effective. 

The  base-excess  plan  causes  shifts 
of  income  from  some  sections  of  a 
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large  milkshed  to  others.  This  is 
because  production  conditions  vary, 
and  it  is  more  practical  to  increase 
fall  deliveries  in  some  areas  than  in 
others.  It  can  be  shown  that  the 
fall  premium  plan  and  seasonal 
variations  of  class  prices  also  redis- 
tribute payments  for  milk  between 
areas. 

The  plan  encourages  deception, 
some  say.  Different  persons  might 
not  agree  on  a list  of  deceptive 
actions,  but  they  might  compile  a 
sizable  list.  The  value  on  most 
farms  of  setting  a maximum  base 
and  the  usual  large  price  difference 
in  the  base  operating  period  be- 
tween base  and  excess  milk  provides 
an  incentive  for  deception. 

In  a time  of  stress,  the  plan  may 
become  a point  of  attack  by  mi- 
nority groups.  This  occurred  in 
several  markets  in  the  late  1930’s. 

Note  again  that  the  preceding 

Fall  Premium 

THE  fall  premium  plan  is  devised 
to  set  aside  money  in  specified 
spring  months  to  be  added  to  pay- 
ments to  farmers  in  specified  fall 
months.  The  result  is  to  increase 
differences  between  fall  and  spring 
blend  prices.  In  this  respect,  the 
result  is  no  different  from  that  of 
seasonal  variation  of  class  prices; 
only  the  mechanics  are  different. 
The  main  difference  in  results  of  the 
two  approaches  is  that  the  fall 
premium  plan  does  not  change 
seasonally  the  prices  paid  by 
handlers. 

A general  analysis  of  fall  pre- 
mium plans  published  in  1952  gave 
several  “basic  common  features”  of 
the  plans.  These  features  have  not 
been  changed  and  are  quoted  in  full 
( 16,  PP • 7-8): 

“1-  Fall  premium  plans  are  addi- 


statements  are  given  without  evalu- 
ation, but  they  are  statements  of 
responsible  observers.  Persons  in- 
terested in  pricing  plans  may  make 
their  own  evaluation. 

Summary 

The  list  of  problems  and  charges 
discussed  certainly  is  not  conclusive 
evidence  that  the  base-excess  plan  is 
deficient.  It  seems  to  have  been 
effective  in  reducing  a seasonal 
problem  and  has  been  accepted  by 
most  farmers  in  several  markets 
where  careful  studies  have  been 
made,  and  apparently  in  many 
others.  The  first  need  is  to  select 
the  seasonal  price  plan  that  seems 
to  have  the  best  balance  of  strong 
points  with  problems  for  a particu- 
lar market.  Then  the  need  is  to  ad- 
minister wisely  the  plan  selected, 
and  to  keep  farmers  well  informed. 

Pricing  Plans 

tions  to,  and  not  substitutes  for, 
use-classification,  milk  pooling,  and 
other  pricing  mechanisms  in  city 
milk  markets.  The  plans  do  not 
alter  class  prices  paid  by  handlers 
and,  unless  a plan  succeeds  in  alter- 
ing volumes  of  milk  deliveries  and 
thereby  affecting  class  utilization 
patterns,  it  does  not  affect  the  total 
sum  of  money  paid  by  handlers  in 
any  month  or  year.  Although  the 
plans  increase  seasonal  variations 
in  blend  prices,  they  do  not  directly 
affect  wholesale  and  retail  milk 
prices. 

“2.  Fall  premium  reserve  funds 
are  accumulated  during  prescribed 
spring  months  when  producers’  milk 
deliveries  normally  are  seasonally 
greatest  in  volume.  All  plans  pre- 
scribe in  detail  the  methods  for  ac- 
cumulating premium  funds. 
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Miami  Valley  Milk  Producers  Association,  Dayton,  Ohio,  used  this  head  on  a lead  article  in  its 
membership  publication  that  began:  “The  Fall  Premium  Pricing  Plan  is  doing  its  work.  It 
is  leveling  out  production  between  the  spring  and  the  fall  months.” 


“3.  Premium  funds  are  accumu- 
lated on  a marketwide  basis.  There 
are  no  deductions  from  payments  to 
individual  producers  as  such,  even 
though  the  effect  is  the  same  insofar 
as  the  amount  of  money  actually 
received  by  a producer  is  concerned. 
Money  accumulated  under  the 
plans,  therefore,  is  not  of  the  same 
status,  in  a legal  sense,  as  money 
withheld  under  cooperatives’  check- 
offs. In  other  words,  a fall  premium 
plan  is  a peculiar  seasonal  pricing 
device,  and  no  more  than  that. 

“4.  Some  responsible  official  or 
organization  is  designated  in  each 
plan  as  custodian  of  the  fall  pre- 
mium fund. 

“5.  Distribution  of  premium 
funds  is  made  in  months  when  pro- 
ducers’milk  deliveries  normally  are 
seasonally  smallest  in  volume.  The 
plans  prescribe  in  detail  the  pro- 
cedures by  which  these  funds  are 
distributed. 

“6.  Producers  share  premium 
funds  in  proportion  to  their  fall 
milk  deliveries  exactly  in  the  same 
manner  that  they  share  other  money 
paid  by  handlers  for  milk.” 

The  fall  premium  plan  has  been 
used  in  at  least  26  markets  since  it 
became  effective  at  Louisville  in 


1944.  Several  markets  have  used 
and  then  discontinued  the  plan ; for 
this  reason  it  probably  has  not  been 
in  effect  in  over  20  markets  at  any 
one  time.7 

Several  different  names  have  been 
used  for  the  plan,  with  the  fall  pre- 
mium plan  and  the  “Louisville 
Plan”  probably  the  most  common. 
Others  include  the  “Level  Produc- 
tion Incentive  Plan”  (Connecticut) , 
and  the  take-out  and  pay-back  plan. 

These  differences  involve  more 
than  personal  taste;  some  officials 


7 The  list  of  markets  known  to  have 
used  the  plan  includes  Baltimore,  Md. 
(discontinued);  Buffalo,  N.  Y. ; Cincin- 
nati, Ohio ; Clinton,  Iowa  ( discontin- 
ued) ; Columbus,  Ohio;  Connecticut  (all 
milk  under  State  control  plus  some 
entering  State  from  New  York  and  Mas- 
sachusetts) ; Dayton-Springfield,  Ohio; 
Denver,  Colo,  (discontinued)  ; Duluth- 
Superior,  Minn.-Wis. ; Indianapolis,  Ind. 
(discontinued)  ; Kansas  City,  Kans.-Mo. 
(discontinued);  Louisville,  Ky. ; Nash- 
ville, Tenn.  (discontinued)  ; Omaha- 
Lincoln-Council  Bluffs,  Nebr.-Iowa ; New 
Bedford,  Mass. ; Norfolk,  Va. ; Platte 
River  Valley,  Nebr. ; Racine,  Wis. ; 
Rochester,  N.  Y. ; Sioux  City,  Iowa ; 
Sioux  Falls-Mitchell,  S.  Dak.  (discon- 
tinued) ; Southwest  Kansas;  Topeka, 
Kans.  (discontinued);  Washington, 
D.  C. ; Waterloo,  Iowa ; Youngstown, 
Ohio  ( discontinued ) . 
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Figure  3. — Effect  of  fall  premium  plan  on  price  to  producers 


believe  a particular  title  character- 
izes the  plan  accurately  and  pro- 
vides a psychological  advantage. 

Operation  of  the  plan  can  be  il- 
lustrated simply,  as  in  figure  3.  The 
illustration  incorporates  a moderate 
seasonal  variation  of  the  blend 
price,  deduction  of  50  cents  a hun- 
dredweight from  April  through 
June,  and  addition  of  this  fund  to 
the  pool  from  September  through 
November. 

The  seasonal  variation  of  prices 
in  this  illustration  was  97  cents  be- 
fore deductions  and  premiums.  The 
fall  premium  provisions  raised  this 
seasonal  difference  to  $2.15.  This 
difference  does  not  accurately  indi- 
cate the  seasonal  incentive  provided, 
but  is  basic  to  calculation  of  the 
incentive.  Computation  of  the 
seasonal  incentive  requires  use  of 
illustrative  seasonal  patterns  of  de- 


liveries and  calculation  of  the  an- 
nual average  price  for  each  pattern 
of  deliveries. 

The  mechanics  and  provisions  of 
the  fall  premium  plan  are  simple. 
Key  provisions  are  as  follows : 

1.  Fund  accumulation  periods. 

2.  F und  accumulation  rates. 

3.  F all  premium  periods. 

Fund  Accumulation  Periods 

Data  were  compiled  on  major 
provisions  of  plans  in  12  areas. 
During  1957,  premium  funds  were 
accumulated  under  these  plans  in 
different  combinations  of  the 
months  April  through  July,  as 
shown  at  top  of  next  page. 

The  practice  has  been  to  select  2, 
3,  or  4 months  of  flush  production 
to  accumulate  a fund  for  fall  pre- 
miums. The  areas  tabulated  are 
about  equally  divided  among  2-,  3-, 
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Markets 

District  of  Columbia. 

Omaha-Lincoln-Council  Bluffs,  Nebr.-Iowa; 
Platte  River  Valley,  Nebr.;  Sioux  City,  Iowa; 
Southwest  Kansas. 

Cincinnati,  Columbus,  and  Dayton-Spring- 
field,  Ohio,  and  Louisville,  Ky. 

Connecticut — both  State-controlled  supply  and 
out-of-State  supply  for  Connecticut  markets. 
Duluth-Superior,  Minn.-Wis. 


Months 

April-May 

April-June 

April- July 

May-June 

May- July 

ancl  4-month  periods.  The  fund 
accumulation  period  has  been 
changed  in  several  markets  since 
the  plan  was  established,  either  be- 
cause of  changes  in  the  seasonal  pat- 
tern or  because  it  was  decided  that 
a better  choice  could  be  made.  For 
example,  7 of  the  12  areas  tabulated 
had  plans  in  1952,  and  2 of  these  7 
had  changed  the  withholding 
months  by  1957  (16,p.  8). 

The  withholding  months  cer- 
tainly should  be  the  months  of  flush 
supply.  These  can  be  determined  by 
studying  production  records  for  the 
milkshed.  Monthly  variation  of 
fluid  milk  sales  also  should  be  con- 
sidered, since  the  purpose  is  to  make 
the  pattern  of  deliveries  conform 
to  fluid  requirements  and  not 
simply  to  obtain  the  same  supply  in 
all  months. 

The  main  issue  is  the  proper 
length  of  the  fund  accumulation 
period.  Short  withholding  periods 


limit  the  annual  income  incentive  of 
the  plan.  This  is  a common  limita- 
tion of  those  fall  premium  plans 
that  are  in  effect. 

The  tabulation  (bottom  of  page) 
shows  the  greater  incentive 
provided  by  accumulation  and  pre- 
mium periods  of  4 months  rather 
than  of  2 months. 

A,  the  illustrative  fall  peak  pro- 
ducer, received  $0,183  a hundred- 
weight more  than  D,  the  high 
spring  peak  producer,  with  2-month 
accumulation  and  premium  periods. 
Lengthening  these  periods  to  4 
months  each  increased  the  differ- 
ence to  $0,232  a hundredweight. 

Fund  Accumulation  Rates 

The  rate  of  the  premium  fund 
deduction  is  a second  major  pro- 
vision; it  varies  among  markets. 
Some  rates  are  stated  as  a percent- 
age of  the  blend  price ; others  as  an 


Pattern 

2-month 

period 

4-month 

period 

Amount  per  hundred- 
weight that  annual 
average  price  was 
above  price  to  high 
spring  peak  producer 

A — fall  peak 
B — equal  fall  and  spring 
C — moderate  spring  peak 

$0.  183 
. 125 
. 077  1 

$0.  232 
. 156 
. 096 

D— high  spring  peak 
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amount  per  hundredweight,  as 
shown  at  bottom  of  page. 

Percentage  rates  of  accumulation 
are  believed  by  many  to  auto- 
matically regulate  the  incentive  sys- 
tem with  year-to-year  changes  in 
the  price  of  milk.  They  assert  that 
a 30-cent  accumulation  rate  may  be 
adequate  when  the  blend  price  is  $4 
a hundredweight,  but  is  not  ade- 
quate at  $6.  This  probably  is  true 
and  the  percentage  system  seems 
satisfactory.  Note,  however,  the 
assumption  that  the  necessary 
seasonal  incentive  is  in  proportion 
to  the  market  price  of  milk. 

There  is  a practical  limit  to  the 
amount  of  incentive  that  can  be 
provided  by  a fall  premium  plan. 
It  usually  is  not  satisfactory  to 
reduce  the  price  to  Grade  A pro- 
ducers during  fund  accumulation 
months  below  the  competitive  price 
of  milk  for  manufacturing.  Jones, 
producing  Grade  A milk,  may  be 
resentful  if  his  neighbor  Brown,  not 
qualified  for  Grade  A,  receives  a 
higher  price.  This  problem  is  most 
serious  in  such  States  as  Minnesota, 
Wisconsin,  Iowa,  and  Illinois, 
where  the  premium  for  Grade  A 
milk  over  milk  for  manufacturing 


is  not  large  on  an  annual  basis  and 
may  be  very  small  during  flush  pro- 
duction months. 

For  example,  an  illustration  was 
worked  out  in  which  a fall  premium 
deduction  of  45  cents  a hundred- 
weight would  have  reduced  the 
blend  price  received  by  producers 
to  the  Class  II  price.  These  compu- 
tations involved  a Class  I premium 
over  Class  II  of  90  cents  a hundred- 
weight and  a fairly  “typical” 
seasonal  pattern  of  total  deliveries. 
Class  I utilization  was  76  percent  of 
deliveries  in  October,  but  only  50 
percent  in  June.  This  cut  the  90- 
cent  Class  I premium  in  half,  giv- 
ing a blend  price  only  45  cents  over 
the  Class  II  price  (assumed  to  be 
the  competitive  price  of  milk  for 
manufacturing).  A deduction  rate 
of  45  cents  a hundredweight  would 
be  the  practical  limit  in  this  mar- 
keting situation. 

Fall  Premium  Period 

F rom  2 to  4 fall  months  are 
chosen  to  pay  producers  the  fund 
accumulated.  These  are  the  months 
when  deliveries  usually  are  lowest 
in  relation  to  needs  for  fluid  uses. 
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Deduction  rate  in  1957 


Duluth-Superior,  Minn.-Wis.;  Omaha-Lincoln-Council 
Bluffs,  Nebr.-Iowa;  Platt  River  Valley,  Nebr.;  and 
Sioux  City,  Iowa. 

Louisville,  Ky 


Cincinnati,  Ohio. 


Dayton-Springfield,  Ohio 

Columbus,  Ohio 

District  of  Columbia 

Connecticut  (State-controlled)  and  Southwest  Kansas 

Connecticut  (out-of-State  supply) 


8 percent  of  pool  value. 


12  percent  of  average  basic 
formula  price  of  preced- 
ing calendar  year. 

April — 30  cents;  May  and 
June — 35  cents;  July — 
20  cents. 

April — 20  cents;  May  and 
June  35  cents;  July  30 
cents. 

35  cents. 

45  cents. 

50  cents. 

60  cents. 
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Premium  period 

J uly-September 

July  and  September , 

August-October 

September-November 

September-December 

October-November 

October-December 

The  months  used  in  12  areas  in  1957 
are  shown  above. 

In  all  these  cases  except  Dayton- 
Springfield,  Ohio,  the  fund  was 
evenly  divided  for  payment  in  the 
premium  months.  At  Dayton- 
Springfield,  the  fund  was  divided 
20  percent  each  for  September  and 
December  and  30  percent  each  for 
October  and  November. 

Eight  of  the  12  areas  tabulated 
had  either  3 months  of  deduction 
and  3 premium  months  or  4 months 
each. 

It  is  dangerous  to  say  the  fund 
accumulation  is  “repaid”  to  pro- 
ducers delivering  milk  in  the  fall. 
The  “individual  ownership  stum- 
bling block”  is  involved  in  this 
issue ; it  is  discussed  on  pages  36-37. 

It  is  most  logical  to  use  the  same 
number  of  premium  months  as  de- 
duction months.  Thus  the  premium 
rate  per  hundredweight  usually  will 
be  more  than  the  rate  of  deduction. 
Using  fewer  premium  months  than 
deduction  months  results  in  an  ex- 
tremely high  premium  rate,  but  for 
a short  while. 

The  hazard  of  this  situation  is 
that  additional  farmers  and  plants 
may  try  to  participate  in  the  pool 
for  just  this  short  while.  The  re- 
sult might  be  a convincing  case  of 
the  frequently  charged  “raiding  the 
pool.”  Using  the  same  number  of 
premium  months  as  deduction 
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Connecticut  (out-of-State  supply). 

District  of  Columbia. 

Southwest  Kansas. 

Omaha-Lincoln-Council  Bluffs,  Nebr.- 
Iowa;  Platte  River  Valley,  Nebr.;  and 
Sioux  City,  Iowa. 

Cincinnati  and  Dayton  - Springfield, 
Ohio;  and  Louisville,  Ky. 

Connecticut  (State-controlled  supply). 

Columbus,  Ohio;  and  Duluth-Superior, 
Minn.-Wis. 

months  is  an  acceptable  compro- 
mise. This  usually  results  in  a 
seasonal  price  swing  large  enough 
to  encourage  a shift  to  fall  produc- 
tion but  not  large  enough  to  bring 
in  so  much  milk  the  problem  would 
be  a fall  surplus  rather  than  a 
shortage. 

What  Determines  Premium 
Rates? 

Greater  deduction  rates  result  in 
greater  premium  rates.8  Preceding 
discussion  also  has  made  it  evident 
that  a low  ratio  of  deliveries  in  fall 
months  to  spring  deliveries  in- 
creases the  fall  rate  of  premium 
payment.  Simply  stated,  a fund 
accumulated  by  taking  50  cents  a 
hundredweight  on  a million  pounds 
of  milk  can  be  repaid  at  a rate 
above  50  cents  when  distributed  on 
800,000  pounds  of  milk. 

The  relationship  between  the 
spring  rate  of  deduction  and  the 
fall  premium  rate  is  illustrated  in 
figure  4.  Spring  rates  of  20,  40,  and 
60  cents  a hundredweight  were 
used.  Several  points  are  illustrated : 
1.  With  a given  spring  rate  of 
deduction,  say  40  cents,  the  fall  pay- 
ment rate  varies  inversely  with 
changes  in  the  ratio  of  fall  to  spring 
deliveries.  If  fall  deliveries  are 

8 Some  relationships  discussed  in  this 
section  can  readily  be  expressed  in  math- 
ematical equations.  See  (4,  pp.  7-11.) 
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Figure  4. — Fall  premium  rate  to  milk  producers  according  to  fall/spring 
receipts  ratio  and  spring  rate  of  deduction 


Market  fall  receipts  as  percent  of  spring 

(Adapted  from  figure  1,  Marketing  Research  Report  No.  63 , United  States  Department  of 

Agriculture,  May  195k) 


greater  than  spring  deliveries 
(ratio  more  than  1 to  1),  the  fall 
payment  rate  becomes  less  than  the 
spring  deduction  rate. 

2.  The  fall  payment  rate  in- 
creases less  rapidly  as  the  ratio  of 
fall  to  spring  receipts  increases. 

3.  Doubling  the  spring  deduction 
rate  also  doubles  the  fall  payment 
rate. 

Points  1 and  2 indicate  that  the 
premium  plan  offers  the  greatest  in- 
centive for  fall  production  when 
the  market  is  farthest  from  even 


production  and  that  the  incentive 
decreases  as  the  goal  of  even  pro- 
duction is  approached.  The  plan 
does  not  fail,  however,  and  total 
returns  to  producers  are  not  re- 
duced if  fall  deliveries  should  ex- 
ceed spring  deliveries.  Point  3 in- 
dicates that  the  incentive  provided 
by  the  plan  may  be  strengthened  by 
a sharp  increase  in  the  spring  rate 
of  deduction.9 


9 Much  of  this  material  taken  from 

a,  p.  7). 
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Gain  or  Loss  to  a Producer 

The  producer’s  gain  or  loss  from 
the  premium  plan  depends  on 
whether  his  ratio  of  fall  to  spring 
deliveries  is  greater  or  less  than  for 
the  market  as  a whole.  He  gains  if 
he  has  a higher  percentage  of  fall  to 
spring  deliveries  and  loses  if  he 
doesn’t.  This  statement  takes  into 
account  the  premium  plan  alone 
and  does  not  take  account  of  any 
benefit  to  the  market  as  a whole 
from  reduced  seasonal  variation. 

The  factors  that  determine  a pro- 
ducer’s gain  or  loss  from  the  plan 
are  shown  in  figure  5.  This  figure 
may  be  helpful  to  the  fieldman.  It 
can  easily  be  reproduced,  replacing 
the  several  sloped  lines  with  only 
one  at  the  exact  market  ratio  in  his 
own  market,10  ( j>p.  7-11 ). 

The  chart  can  be  used  as  follows 
in  talking  with  farmers : Let  us  say 
the  market  ratio  of  fall  to  spring 
deliveries  the  preceding  year  was  80 
percent.  A fieldman  might  be  talk- 
ing with  Brown  who  delivered  only 
60  percent  as  much  milk  during  the 
premium  period  as  during  the 
spring  deduction  period  of  1957. 
Looking  above  60  percent  on  the 
bottom  line  of  the  chart,  the  60 
percent  line  intersects  the  sloped 
line  corresponding  to  the  market 
ratio  of  80  percent  at  75  percent,  on 
the  left  vertical  axis.  This  shows 
that  Brown  received  75  percent  as 
much  from  the  premium  fund  as 
was  deducted  from  the  fund.  Thus 

10  To  reproduce  the  chart,  first  divide 
total  deliveries  to  the  market  during  the 
last  fall  premium  period,  let  us  say  1957, 
by  total  deliveries  during  the  1957  spring 
deduction  months.  Divide  100  by  the 
percentage  ratio  just  obtained.  Mark  this 
point  on  the  vertical  line  grid  through 
100  on  the  bottom  horizontal  line  of  the 
figure.  Then  simply  draw  a line  from  the 
zero  point  through  the  point  just  marked 


the  figure  shows  that  if  he  had  de- 
livered as  much  milk  in  the  fall  as 
in  the  spring,  his  fall  payment 
would  have  been  125  percent  of  the 
amount  deducted  in  the  spring  on 
his  deliveries. 

Investment  of  Premium  Funds 

In  1952,  only  2 of  11  markets 
earned  interest  through  investment 
of  premium  funds  ( 16 , p.  9).  More 
recent  data  were  not  obtained.  The 
fund  deducted  in  the  spring  can  be 
invested  for  several  months  in  such 
things  as  short-term  United  States 
Treasury  obligations.  The  interest 
earnings  may  appear  small,  but  the 
amount  may  total  several  thousand 
dollars.  Note  that  rates  on  short- 
term Treasury  obligations  were  in 
the  range  of  21/2-o-31/2  percent  in 
the  mid-1950’s.  It  seems,  therefore, 
that  the  size  and  effectiveness  of  the 
fund  can  be  increased  by  entirely 
prudent,  risk-free  investment. 

Methods  of  Premium  Payments 

There  are  two  distinct  methods  of 
making  premium  payments.  In 
1952,  special  fall  premium  checks 
were  sent  to  producers  in  five  mar- 
kets. Each  producer  in  these  mar- 
kets received  two  checks  for  each 
premium  month.  This  method  con- 
tinues in  use  in  a few  markets.  One 
check  covers  the  producer's  share  of 
the  current  milk  pool,  and  the  other 
covers  his  share  of  the  fall  premi- 
ums paid.  Premium  checks  are 
plainly  marked.  Also,  in  these  mar- 
kets, announced  blend  prices  do  not 
include  premiums. 

The  more  general  practice  in  1957 
was  simply  to  add  money  from  the 
premium  fund  to  the  pool.  The 
fund  thus  was  included  in  the  blend 
price  and  no  special  premium 
checks  were  used. 
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Figure  5. 


RATIO  OF  FALL  PAYMENT 
TO  SPRING  DEDUCTION 


According  to  Milk  Producer’s  Fall  / Spring  Delivery  Ratio 
and  Market  Fall  / Spring  Receipts  Ratio 
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The  choice  between  these  methods 
is  a question  of  psychology.  Some 
observers  say  it  is  more  sound  to  in- 
clude money  from  the  fund  in  the 
regular  blend  price.  This  reminds 
producers  the  fall  premium  plan  is 
simply  a seasonal  pricing  device. 
Advocates  of  this  method  also 
assert  that  under  it,  producers  are 
less  likely  to  become  confused  over 
the  question  of  equity  in  the  fund. 

Others  say  the  separate,  plainly 
marked  check  is  a valuable  educa- 
tional device.  The  check  received 
for  fall  months  reminds  farmers  of 
their  incentive  to  deliver  milk  dur- 
ing those  months,  and  does  this 
more  effectively  than  a higher  blend 
price  alone.  This  and  other  ques- 
tions, however,  call  attention  to  the 
need  for  carefully  informing  pro- 
ducers on  all  phases  of  the  incentive 
program.  They  should  know  an  in- 


centive plan  exists,  its  purpose,  and 
its  main  provisions. 

Farmer  Attitudes  Toward  Plans 

Surveys  of  farmer  attitudes 
toward  a fall  premium  plan  have 
shown  that  a majority  of  those  in- 
terviewed favored  it.  At  the  same 
time,  serious  problems  have  arisen 
in  some  markets  using  the  plan  and 
have  led  to  its  discontinuance.  A 
survey  of  farmers  in  those  situa- 
tions would  have  shown  a majority 
of  farmers  with  unfavorable  atti- 
tudes. 

Of  three  surveys  showing  favor- 
able attitudes  toward  the  fall  pre- 
mium plan  in  their  market,  two 
were  in  the  Louisville,  Ky.  milk- 
shed  at  different  dates,  and  one  was 
in  the  Connecticut  milkshed.  The 
second  Kentucky  survey,  in  1949, 
included  190  producers.  They  were 
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asked  first  whether  there  should  be 
a program  aimed  at  more  uniform 
seasonal  production  and  then  were 
asked  how  this  could  be  accom- 
plished. The  replies  showed  116 
recommended  the  fall  premium 
plan,  4 favored  a spring-to-fall  dif- 
ferential, 2 favored  a base-excess 
plan,  and  68  were  undecided  or  had 
no  answer  ( 20,  pp.  38-lfi ). 

Over  three-fourths  of  100  mem- 
bers of  Connecticut  Milk  Producers 
Association,  Hartford,  interviewed 
in  late  1954,  were  fairly  satisfied 
with  the  fall  premium  plan  in  their 
area.  Several  farmers  suggested 
specific  changes  in  the  plan,  called 
the  Level  Production  Incentive 
Plan  ( 11,  p.  29 ). 

The  same  conclusions  as  those  for 
attitudes  toward  base-excess  plans 
seem  appropriate.  Dairy  farmers 
will  support  a soundly  designed 
and  well-administered  fall  pre- 
mium plan  that  they  understand. 
One  further  qualification  is  neces- 
sary. A fall  premium  plan  may  not 
be  acceptable  in  a milkshed  adja- 
cent to  another  that  has  a different 
seasonal  price  plan  and  a fully  ade- 
quate supply  of  milk.  Under  these 
conditions,  the  market  with  a fall 
premium  plan  may  be  almost  over- 
whelmed with  milk  from  adjacent 
areas  during  the  premium  period. 
Experience  in  the  Clinton,  Iowa, 
market  illustrates  the  importance 
of  relationships  between  adjoining 
and  intermingled  milksheds  ( 23, 
pp.bl-W,  150-57) 

Advantages  and  Problems 

Advantages  and  problems  that 
have  been  claimed  for  fall  premium 
plans  will  be  presented  in  the  same 
way  as  for  base-excess  plans.  Again, 
these  views  have  been  gathered 
from  many  sources,  and  there  will 


be  little  evaluation  of  most  points 
(16,  pp.  13-15 ; 20,  pp.  5~5;  18,  p. 
36;  19,  p.  36;  13,  pp.  130-32;  9, 
p.n). 

Advantages 

The  fall  premium  plan  provides 
seasonal  incentives  for  producers 
without  causing  handlers  to  vary 
resale  prices  seasonally.  The  con- 
trast here  is  with  seasonal  variation 
of  class  prices,  not  with  the  base- 
excess  plan.  Distributors  fre- 
quently state  that  it  is  a good  mer- 
chandising policy  to  keep  the  price 
of  milk  to  consumers  the  same  the 
year  round.  The  plan  makes  it 
easier  for  distributors  to  use  this 
policy  although  producers  receive  a 
seasonally  variable  price. 

Fairness.  — The  plan  provides 
each  producer  a reward  in  relation 
to  his  contribution.  A producer 
receives  a higher  annual  average 
price  for  a large  proportion  of  fall 
to  spring  deliveries  than  for  a high 
spring  peak.  The  plan  provides  the 
same  price  to  all  producers  for  each 
month.  Farmers  usually  accept  this 
as  equitable,  except  for  questions 
which  will  be  discussed  in  relation 
to  the  problem  of  pool  “raiding” 
and  individual  ownership. 

The  plan  provides  incentives, 
both  positive  and  negative,  with 
each  producer  free  to  respond  to  or 
to  ignore  them,  as  he  sees  fit. 

A special  advantage  over  the 
base-excess  plan  is  that  the  fall 
premium  plan  provides  a more  defi- 
nite incentive  for  a fall  peak  of  de- 
liveries. The  incentive  for  the  in- 
dividual farmer  to  deliver  more 
milk  in  the  fall  does  not  stop  when 
his  fall  deliveries  are  as  great  as  in 
the  flush  season,  as  occurs  under  the 
base-excess  plan.  The  fall  premium 
plan  reduces  the  spring  price  and 
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increases  the  fall  price  to  a farmer 
on  all  milk  delivered. 

Simplicity. — The  entire  plan  can 
be  stated  in  a few  sentences.  One 
result  is  that  the  plan  is  easy  to 
administer ; another  is  that  the  plan 
is  easy  to  explain  to  farmers.  It 
may  be  difficult  to  get  them  to  know 
all  implications  of  this  or  another 
seasonal  price  plan,  but  the  ap- 
proach is  simple  and  provisions  are 
few.  These  qualities  help  in  devel- 
oping understanding  and  confi- 
dence. 

Flexibility. — The  first  evidence  of 
flexibility  in  the  plans  is  that  incen- 
tives are  automatically  reduced 
slightly  when  the  market  pattern  of 
receipts  becomes  more  even. 

Further  flexibility  can  be  pro- 
vided by  fixing  fund  accumulation 
rates  as  a percentage  of  a basic  price 
series,  rather  than  at  a set  amount. 
This  probably  is  better  than  a set 
amount,  year  after  year,  although 
price  and  cost  levels  may  change. 

The  timing  and  indeed  the 
amount  of  incentive  provided  can 
also  be  changed  easily.  The  months 
of  deduction  and  payment,  and  the 
amount  of  deduction,  largely  con- 
trol the  character  and  severity  of 
the  plan. 

Definiteness. — The  plan  is  specific 
and  the  incentive  provided  can  be 
fairly  well  predicted.  These  points 
are  advantages  over  the  usual  ad- 
ministration of  seasonal  variations 
of  class  prices.  The  definiteness 
gives  farmers  a sound  basis  for  pro- 
duction planning  for  several  years 
ahead.  On  this  point,  it  is  desirable 
to  decide  on  changes  in  the  plan  2 
years  in  advance,  if  possible.  This 
gives  farmers  some  time  to  change 
their  plans  and  practices  accord- 
ingly. 


Problems 

The  Individual  Ownership  Stum- 
bling Block. — The  objection  of  es- 
tablished producers  to  new  produc- 
ers sharing  payments  from  the  fund 
has  been  the  greatest  problem  of  fall 
premium  plans.  Established  pro- 
ducers often  call  this  “raiding”  the 
fund.  Indeed,  the  entry  of  a large 
number  of  producers  just  at  the 
start  of  the  premium  period  and 
their  return  to  another  market 
shortly  after  the  end  of  fall  pre- 
miums would  shake  the  confidence 
of  most  persons. 

Note  that  the  entire  discussion  of 
fall  premium  plans  has  not  referred 
to  the  fund  deducted  in  the  spring 
being  repaid  or  refunded  in  the  fall. 
It  is  simply  paid.  Repayment  or 
refunding  would  imply  that  it  goes 
to  people  from  whom  it  was  de- 
ducted. It  was  not  deducted  from 
payments  to  individuals,  but  was 
merely  taken  from  the  pool.  Indi- 
vidual producers  had  not  estab- 
lished any  ownership.  In  the  speci- 
fied fall  months,  it  is  added  to  the 
pool  or  is  paid  in  separate  checks. 
The  fund  cannot  be  paid  to  each 
farmer  in  proportion  to  his  spring 
deliveries;  that  would  accomplish 
nothing.  It  is  paid  to  producers  on 
their  fall  deliveries  at  a specified, 
uniform  rate  per  hundredweight. 

Managements  of  cooperatives  and 
other  officials  in  markets  using  fall 
premium  plans  have  tried  sincerely 
to  establish  this  reasoning.  But  they 
have  not  been  fully  successful  in 
several  cases.  The  pool  raiding 
argument  has  helped  destroy  the 
fall  premium  plan  in  several  mar- 
kets, apparently  including  Clinton, 
Iowa,  Kansas  City,  Mo.-Kans.,  To- 
peka, Ivans.,  Denver  Colo.,  and 
Sioux  Falls-Mi tchell,  S.  Dak. 

There  have  been  proposals  to 
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limit  fall  payments  from  tlie  fund 
to  farmers  who  delivered  at  least  a 
specified  amount  of  milk  or  who 
made  deliveries  a specified  portion 
of  the  deduction  period.  For  ex- 
ample, it  might  be  provided  that 
payments  would  be  limited  to  pro- 
ducers who  delivered  milk  to  the 
market  at  least  30  of  90  set-aside 
days.  There  are  a number  of  ob- 
jections to  this  proposal  — too 
lengthy  to  describe  here.  A legal 
objection  may  be  sufficient.  Would 
all  producers  be  treated  the  same 
with  such  a restriction  on  pay- 
ments? (&f). 

The  fall  premium  plan  has  gener- 
ally proven  valuable  and  effective, 
however.  Possibly  the  minor  eco- 
nomic objections  should  be  over- 
ruled and  a solution  found  to  legal 
questions  that  may  be  raised  about 
changing  the  plan  by  placing  re- 
strictions on  payments  to  “new  pro- 
ducers.” This  would  pave  the  way 
for  restrictions  that  would  prevent 
what  tends  to  be  called  “raiding” 
the  fund. 

Meanwhile,  the  more  nearly  ideal 
approach  is  to  educate  farmers  to 
understand  the  fall  premium  plan. 
It  is  a seasonal  pricing  plan  operat- 
ing through  funds  deducted  from 
overall  market  receipts  and  dis- 
tributed on  all  receipts  in  other 
months.  The  fund  is  not  deducted 
from  individual  payments  and  then 
repaid.  Xo  individual  has  personal 
equity  in  the  fund.  The  plan  has 
individual  application  in  incentives 
it  provides,  but  mechanics  of  the 
plan  apply  first  to  pooled  figures. 

The  issue  of  individual  owner- 
ship and  “raiding”  concerns  en- 
tirely the  fairness  of  distribution 
of  proceeds  from  milk  sales.  Be- 
yond raising  a question,  it  further 
implies  a certain  conclusion  about 


what  is  fair  distribution,  and  many 
other  persons  would  not  accept  that 
conclusion. 

Besides  fairness,  the  other  main 
concern  of  seasonal  pricing  is  to 
correct  a marketing  problem — sea- 
sonally variable  receipts  versus 
comparatively  steady  fluid  require- 
ments. In  fact,  does  fairness  have 
any  meaning  if  it  does  not  consider 
the  full  problem? 

What  is  needed  to  correct  the 
marketing  problem?  The  need  is 
to  obtain  higher  total  fall  receipts 
compared  to  those  in  the  spring. 
Total  is  the  vital  word.  It  is  not 
necessary  for  every  farmer  to 
change  his  pattern  of  deliveries  in 
the  same  way.  In  fact,  new  pro- 
ducers entering  the  market  only 
temporarily  in  the  fall  help  estab- 
lish the  desired  seasonal  pattern.  If 
the  only  goal  is  to  establish  a de- 
sired seasonal  pattern,  the  new  pro- 
ducers in  many  cases  serve  the  mar- 
ket as  well  as  established  producers 
who  change  their  pattern.  It  begins 
to  appear  from  this  line  of  reason- 
ing that  farmers  who  object  to 
sharing  the  fund  with  new  pro- 
ducers actually  want  production 
control  rather  than  seasonal  pric- 
ing. It  becomes  most  difficult  to 
criticize  the  objecting  farmers, 
however,  if  there  is  an  ever-increas- 
ing surplus  of  milk. 

In  summary,  the  issue  of  indi- 
vidual ownership  and  “raiding”  is 
a major  problem.  It  can  best  be 
solved,  or  at  least  controlled,  by 
seeing  that  farmers  are  well  in- 
formed. Some  ideas  for  limiting 
payments  to  new  producers  may  be 
acceptable  as  a compromise,  and  if 
legal  objections  can  be  overruled. 
Otherwise,  the  issue  of  individual 
ownership  will  continue  to  destroy 
fall  premium  plans  in  times  of 
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stress  unless  there  has  been  a fully 
adequate  and  perhaps  superior  job 
of  education.  The  problem  may 
destroy  the  plan  in  markets  with 
poor  educational  programs,  even  in 
the  absence  of  marketing  stress. 

Limitation  on  Incentive . — A sec- 
ond problem  is  that  the  incentive 
which  can  be  provided  is  limited  in 
markets  of  the  Midwest.  The  pre- 
mium of  Class  I milk  over  milk  for 
manufacturing  is  small.  Therefore 


a large  deduction  in  spring  months 
for  the  premium  fund  would  reduce 
the  blend  price  below  the  price  of 
milk  for  manufacturing.  This 
would  not  necessarily  damage  the 
market ; other  things  remaining 
equal,  it  would  help  the  market  for 
some  producers  to  shift  seasonally 
to  manufacturing  milk  outlets.  But 
such  a low  spring  price  would  cre- 
ate, at  the  least,  a psychological 
problem. 


Seasonal  Variations  of  Class  Prices 


MOST  discussion  of  seasonal 
pricing  in  recent  years  has 
been  devoted  to  base-excess  and  fall 
premium  plans.  This  underrates 
the  importance  of  seasonal  varia- 
tions of  class  prices.  Not  only  is  it 
the  only  plan  in  many  markets;  it 
is  used  in  combination  with  the 
base-excess  plan  in  others. 

It  was  used  separately  in  over 
one-third  of  the  Federal  order  mar- 
kets in  1957,  and  in  combination 
with  base-excess  plans  in  most  of 
the  markets  with  that  plan.  In- 
deed, under  terms  of  the  Federal 
order  at  Duluth-Superior  there  is 
a fall  premium  plan  and  also  a sea- 
sonal variation  of  the  Class  I price 
of  $1  over  Class  II  from  May  to 
August  and  $1.15  in  other  months 
(25,  p.  703). 

By  seasonal  variations  in  class 
prices,  we  mean  something  beyond 
seasonal  variation  of  basic  formula 
prices.  It  is  accomplished  by  setting 
the  Class  I price  at  a higher  dif- 
ference above  the  basic  formula  in 
the  fall  than  in  the  spring.  It  is 
desirable  to  use  the  words  differ- 
ence and  differential,  rather  than 
premium,  in  discussing  seasonal 
variation  of  class  prices.  This  helps 
avoid  confusion  with  the  fall 
premium  plan.  (If  fluid  cream  and 


other  products  are  in  Class  II,  sea- 
sonal variations  may  apply  to  Class 
II  as  well  as  Class  I.  Class  I is  used 
for  convenience  in  discussing  these 
variations.) 

Figure  6 illustrates  seasonal  vari- 
ation in  class  prices.  Part  I shows 
the  effect  on  the  Class  I price,  re- 
ducing the  price  in  specified  spring 
months,  and  increasing  it  in  speci- 
fied fall  months.  These  increases 
and  decreases  are  in  relation  to  a 
basic  formula  price  that  itself  varies 
from  month  to  month.  Therefore 
when  the  basic  formula  price  is 
lower  in  the  spring  than  the  fall, 
seasonal  variation  of  the  differen- 
tial adds  to  that  price  to  provide  a 
larger  seasonal  incentive. 

Part  II  of  figure  6 shows  the  ef- 
fect on  blend  prices  to  producers. 
Seasonal  variations  of  utilization, 
variations  of  the  basic  formula 
price,  and  variations  of  the  Class  I 
price  differential  all  add  up  to  set 
the  blend  price.  Data  used  in  this 
illustration  started  with  a basic 
price  44  cents  higher  in  November 
than  in  May.  With  a 40-cent  sea- 
sonal variation  of  the  Class  I price 
differential,  the  blend  price  was 
$1.28  higher  in  November  than  in 
May. 

This  approach  to  seasonal  pric- 
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Figure  6. — Operation  of  seasonal  variation  of  class  prices 


Part  1:  Effect  on  Class  1 price 


in g is  not  as  formal  as  are  base- 
excess  or  fall  premium  plans.  It 
follows  that  there  are  few  provi- 
sions to  outline  and  discuss. 

Extent  of  Variations 

The  extent  of  seasonal  variation 
of  the  Class  I price  varies  con- 


siderably. In  Federal  order  mar- 
kets in  early  1957,  it  varied  from  a 
minimum  of  15  cents  at  Duluth- 
Superior  (20  cents  in  several  mar- 
kets) to  a maximum  of  90  cents  per 
hundredweight  in  at  least  three 
markets.  The  five  Massachusetts 
orders  (Boston  is  the  principal  mar- 
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ket),  plus  New  York,  Philadelphia, 
and  Wilmington  obtained  seasonal 
incentives  by  multiplying  the  for- 
mula prices  used  by  suitable  per- 
centages for  each  month. 

Seasonal  variations  provided  in 
the  Cleveland  order  illustrate  a 
common  pattern  in  markets  not  us- 
ing a percentage  variation.  The 
Class  I price  was  $1.40  above  the 
basic  formula  from  February  to 
July  1957,  and  $1.85  above  from 
August  to  January.  This  clearly 
provides  a seasonal  price  incentive 
in  addition  to  the  base-excess  plan 
that  also  applies.  Other  markets 
have  seasonal  variations  that  are 
similar  in  timing  and  extent,  and 
have  no  base-excess  or  other  plan  in 
addition. 

It  is  necessary  to  have  a large 
seasonal  variation  to  provide 
a meaningful  seasonal  incentive. 
Comparison  with  other  types  of 
price  plans  shows  that  the  incen- 
tives provided  by  seasonal  price 
variations  have  in  most  cases  been 
modest.  This  caution,  conservatism, 
or  hesitancy  has  been  a weakness  in 
use  of  these  plans.  It  sometimes 
appears  that  markets  not  sure  they 
want  seasonal  incentives  adopt  sea- 
sonal price  variations,  rather  than 
the  more  formal  fall  premium  and 
base-excess  plans. 

Seasonal  variation  of  class  prices 
can  be  used  boldly  and  with  deter- 
mination. Marketing  officials  must 
be  sure  they  want  seasonal  incen- 
tives, be  willing  to  work  hard  to 
get  producers  to  accept  them,  and 
intend  to  stick  with  them. 

Timing  Increases  and  Decreases 

There  may  be  2,  3,  4,  or  more 
changes  during  the  year  in  the  Class 
I price  differential.  At  the  mini- 
mum, there  is  a higher  differential 


in  the  fall-winter  season  than  in 
the  spring  and  early  summer.  Fig- 
ure 6 illustrated  four  changes  a 
year,  with  an  average  differential 
in  winter  and  summer,  a higher  dif- 
ferential in  the  fall  and  a lower  one 
in  the  spring. 

Much  of  the  thinking  that  applies 
to  selecting  deduction  and  premium 
periods  for  a fall  premium  plan 
also  applies  to  timing  increases  and 
decreases  of  the  Class  I price  dif- 
ferential. The  spring  months  of 
flush  supply  are  the  months  when 
the  differential  is  lowest.  The  fall 
months,  when  supply  is  shortest  in 
relation  to  requirements,  have  the 
greatest  differential. 

There  is  much  to  say  for  at  least 
one  intermediate  step  between,  if 
the  range  from  the  high  to  the  low 
differentials  is  substantial.  This  has 
the  effect  of  saying  to  farmers, 
“There  is  a serious  surplus  situation 
in  some  months;  the  surplus  is  less 
serious  in  winter  and  summer 
months  before  and  after  the  flush; 
and  there  tends  to  be  a shortage  in 
the  fall.”  The  intermediate  step 
acknowledges  a gradation  between 
the  seasonal  flush  and  the  shortage 
season. 

New  York  Seasonal  Provisions 

The  expanded  New  York  Federal 
order,  effective  August  1,  1957,  is 
significant  because  of  the  amount 
of  milk  included  in  this  pool.  In 
January  1958,  the  New  York  pool 
included  27  percent  of  all  milk 
pooled  under  68  Federal  orders. 
The  principal  seasonal  provision 
for  1957  and  1958  was  for  seasonal 
variation  of  the  Class  I price.  There 
were  also  smaller  seasonal  adjust- 
ments of  the  Class  II  and  Class  III 
prices.  The  Class  I price  formula 
was  to  be  adjusted  by  the  following 
percentages : 
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Adjustment 

factor 

Month  (percent) 

January 1.  05 

February 1.  03 

March _ 1.00 

April . 94 

May . 88 

June . 88 

July . 95 

August 1.  00 

September 1.  04 

October 1.  07 

November 1.  09 

December 1.  07 


This  arrangement  made  the 
amount  of  the  Class  I price  seasonal 
adjustment  depend  on  the  level  of 
the  formula.  For  example,  at  a 
formula  price  of  $4.75,  the  seasonal 
adjustment  itself  would  change  the 
final  Class  I price  $1  between  June 
and  November. 

The  New  York  order  also  pointed 
to  a careful  study  of  a base-excess 
plan  for  application  after  1958. 
Data  were  to  be  compiled  under  the 
order  to  make  possible  study  of 
base-excess  plan  provisions. 

Boston  Seasonal  Provisions 

Boston  is  a second  large  market 
with  seasonal  provisions  that  de- 
serve separate  mention.  Boston 
pricing  provisions  influence,  if  not 
dominate,  milk  pricing  throughout 
the  New  England  States. 

Computation  of  the  Boston 
Class  I price  involves  successively, 
an  economic  index,  supply-demand 
adjustment,  seasonal  adjustment 
factor,  bracketed  prices,  and  a 
contraseasonal  provision.  The  con- 
traseasonal  provision  provides  that 
the  price  for  November  and  Decem- 
ber shall  not  be  lower  than  the  price 
for  the  immediately  preceding 
month.  The  seasonal  adjustment 
factor  in  early  1957  is  shown  in  the 
following  tabulation. 


Adjustment 


factor 

Month  ( percent ) 

January  and  February  104 

March  100 

April  92 

May  and  June 88 

July  96 

August 100 

September  104 

October  to  December 108 


The  seasonal  adjustment  thus  in- 
volves eight  seasonal  changes  in  the 
Class  I price  during  the  year.  At 
price  levels  in  1957,  the  seasonal 
adjustment  provided  for  a Class  I 
price  which  was  about  $1  higher 
in  October,  November,  and  Decem- 
ber than  in  May  and  June. 

Providing  Maximum  Incentive 

The  number  of  months  at  the 
seasonal  high  and  seasonal  low  dif- 
ferentials and  the  range  of  those 
differentials  are  keys  to  the  incen- 
tive provided  by  seasonal  variation 
of  class  prices.  One  example  was 
computed  to  study  this  relationship. 
Incentives  provided  by  2 months  at 
a low  differential  and  3 months  at 
a high  differential  were  compared 
to  incentives  of  4 months  low  and 
4 months  high.  In  this  specific  case, 
seasonal  incentives  were  increased 
about  8 percent  by  the  greater  num- 
ber of  months.  It  is  believed  that 
comparable  but  slightly  different 
results  would  be  obtained  by  using 
different  data  for  illustration. 

Advantages  and  Problems 

Advantages  and  problems  that 
have  been  claimed  for  seasonal 
variations  of  class  prices  will  be 
presented  in  the  same  way  as  for 
base-excess  and  fall  premium  plans. 
These  views  are  from  several 
sources,  and  there  will  be  little 
evaluation  of  most  points  (9,  p.  11 ; 
13 , pp.  130-32 ; 19 , p.  38;  22,  pp. 
22-24;  6,  pp . 75-78). 
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Some  observers  believe  the  advent  of  bulk  handling  has  stimulated  interest  in  maintaining  an 

even  flow  of  milk. 


Advantages 

The  seasonal  variation  of  Class  I 
prices  may  stimulate  larger  fluid 
sales  during  the  flush  than  the 
shortage  season.  This  would  be  an 
advantage  over  the  fall  premium 
plan,  wdierein  price  movements  to 
producers  and  to  handlers  are  not 
the  same.  Much  economic  analysis 
casts  doubt  on  this  effect,  indicating 
milk  consumption  does  not  respond 
much  to  short-time  changes  in  the 
price.  Some  advocates  of  fall  pre- 
mium plans  further  state  that  sea- 
sonal changes  in  retail  milk  prices 
tend  to  reduce  annual  fluid  con- 
sumption. 

Seasonal  changes  in  prices  to  pro- 
ducers help  avoid  too  great  a spread 
between  prices  of  fluid  milk  and 


milk  for  manufacturing  during  the 
flush  season.  A large  price  dif- 
ference during  this  season  attracts 
additional  milk  to  the  pool.  Some 
additional  milk  may  enter  the  pool 
unless  pool  plant  requirements  are 
restrictive,  and  thus  make  the  sea- 
sonal surplus  problem  worse.  A 
small  price  difference,  or  a price 
seasonally  lower  than  at  manufac- 
turing plants,  may  even  be  regarded 
as  a benefit  by  driving  milk  away 
from  the  pool. 

Seasonal  variation  of  class  prices 
is  simple  to  understand  and  very 
easy  to  administer.  Such  straight- 
forwardness and  simplicity  are 
appealing  to  many  persons. 

Seasonal  variation  of  class  prices 
starts  new  producers  out  on  the 
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same  basis  as  established  producers. 
There  is  no  going  back  to  their 
record  of  the  previous  fall,  as  in 
the  base-excess  plan.  A new  pro- 
ducer starts  out  even  with  others 
in  May,  August,  October,  or  other 
months. 

Problems 

The  Stability  Stumbling  Block. — 

There  is  a perennial  tendency  to 
seek  postponements  and  cancella- 
tions of  seasonal  price  declines  in 
the  spring.  High  production  costs 
and  especially  feed  shortages  are 
cited  and  the  conclusion  reached 
that  this  month  or  this  year  the 
scheduled  reduction  must  be  sus- 
pended, or  dairymen  will  suffer  un- 
due losses  and  hardship. 

Frequent  changes  in  the  seasonal 
pattern  of  prices,  however,  seri- 
ously weaken  the  effectiveness  of 
seasonal  price  provisions.  (It  is 
essential  in  this  discussion  to  dis- 
tinguish the  idea  of  seasonal  varia- 
tion of  prices  from  the  idea  of 
changes  in  the  seasonal  price  pat- 
tern.) Changes  in  the  pattern 
damage  both  the  effectiveness  and 
fairness  of  the  seasonal  provisions. 
To  reduce  seasonal  variations  in  the 
market,  many  producers  must 
change  their  practices.  A few  farm- 
ers may  change  their  practices  to 
“help  serve  the  market.”  But  many 
more  are  influenced  by  the  prices 
they  expect.  The  point  here  is  that 
farmers  often  have  little  basis  for 
knowing  what  will  be  the  seasonal 
pattern  of  prices  next  year  or  the 
following  year.  They  therefore 
may  have  little  reason  to  plan  for 
fall  production. 

As  for  fairness  to  producers, 
changes  may  deprive  the  even  pro- 
ducers or  the  ones  with  a fall  peak 
of  deliveries  of  the  highest  annual 


average  price.  This  is  unfortunate 
whether  the  desired  patterns  are 
the  result  of  planning  and  of  things 
done  on  the  farm  that  cost  money 
and  effort  or  simply  of  accident.  It 
seems  worse,  though,  to  deprive  pro- 
ducers of  a money  reward  they 
spent  money  and  effort  to  obtain. 

At  the  minimum,  frequent 
changes  in  the  seasonal  pattern  of 
differentials  reduce  producers’  in- 
terest in  seasonal  pricing.  There  is 
some  tendency,  even  among  careful 
observers  and  marketing  officials, 
not  to  regard  seasonal  changes  of 
class  price  differentials  as  a sys- 
tematic seasonal  price  plan.  One 
reason  seems  to  be  that  the  changes 
are  not  used  consistently. 

These  conditions  rather  than  in- 
herent weaknesses  appear  the  most 
serious  stumbling  block  of  seasonal 
variation  of  class  prices.  The  need 
is  to  apply  seasonal  variations  with 
greater  consistency,  make  the  incen- 
tives large  enough  to  be  meaningful, 
and  make  producers  aware  of  the 
incentive  plan.  Few  markets  with 
seasonal  variation  of  class  prices 
have  devoted  significant  educational 
programs  to  explaining  and  selling 
these  seasonal  incentives.  Produc- 
ers need  to  be  made  aware  of  sea- 
sonal price  variations  as  a consistent 
plan  that  provides  them  a certain 
seasonal  differential  and  thus  a re- 
liable basis  for  planning. 

Other  Problems. — The  very  sim- 
plicity of  seasonal  price  variations 
may  be  a disadvantage  in  conduct- 
ing an  educational  program.  There 
are  few  provisions  to  repeat  con- 
stantly and  emphasize.  The  me- 
chanics of  the  base-excess  and  fall 
premium  plans  draw  attention  to 
the  seasonal  problem.  Thus,  the 
simplicity  of  seasonal  price  varia- 
tions may  not  be  much  of  an  advan- 
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tage,  after  all.  Rather,  officials 
may  have  permitted  the  simplicity 
to  trap  them  into  failure  to  keep 
producers  aware  of  the  problem  and 
of  incentives. 

Wide  seasonal  differences  are  nec- 
essary to  provide  a sufficient  sea- 
sonal incentive  to  cause  an  impor- 
tant change  of  production  plans  on 
many  farms.  The  negotiations  to 
establish  such  a differential  pattern 
are  difficult. 

Wide  seasonal  variations  in  the 

Seasonal  Incentives  of 

SEASONAL  incentives  are  pro- 
vided by  pricing  mechanics 
other  than  the  formal  seasonal  pric- 
ing plans.  Seasonal  effects  of  these 
additional  pricing  mechanisms  are 
largely  incidental  to  their  other 
purposes.  In  many  markets,  how- 
ever, they  provide  more  than  half 
the  total  incentive  for  seasonal  ad- 
justment of  production  and  thus 
merit  separate  consideration  in  any 
discussion  of  the  subject. 

Variation  of  Basic  Formula 

Prices  of  butter,  cheese,  con- 
densed milk,  dry  milk,  and  other 
dairy  products  usually  vary  sea- 
sonally. Since  in  most  markets 
prices  of  all  classes  of  milk  are  tied 
to  prices  of  such  manufactured  pro- 
ducts, the  price  for  each  class  starts 
out  wffth  a seasonal  variation.  To 
be  sure,  this  element  was  small  for 
several  years  prior  to  1957  and  may 
continue  so.  The  recent  small  sea- 
sonal variation  of  basic  prices  re- 
sulted from  the  mechanics  of  the 
dairy  price  support  program,  since 
the  price  structure  rested  almost 
constantly  on  that  floor,  and  no 
seasonal  pattern  has  been  provided 


Class  I price  are  sometimes  said  to 
result  in  dissention,  price  wars,  and 
other  complications  that  are  incom- 
patible with  a stable  market.  These 
two  paragraphs  about  wide  seasonal 
variations  pertain  to  use  of  seasonal 
variations  alone,  rather  than  in  ad- 
dition to  a base-excess  plan.  The 
difficulties  mentioned  are  not  seri- 
ous with  the  more  moderate  seasonal 
swings  that  are  used  in  many  mar- 
kets in  addition  to  a base-excess 
plan. 

Other  Price  Provisions 

in  the  support  price  for  milk  and 
butterfat. 

The  Chicago  butter  market  is  one 
of  several  basic  price  series  used 
and  provides  an  illustration.  Table 
4 shows  that  from  1947  to  1957  the 
butter  price  reached  a higher  point 
in  the  fall  than  the  spring  except 
in  1948.  The  fall  increase  was  only 
a few  percent  each  year  from  1952 
to  1956;  nevertheless  where  butter 
prices  were  used  in  figuring  prices 
of  market  milk,  it  provided  part  of 
the  incentive  for  more  fall  milk 
relative  to  spring. 

Incentives  Through  Changing 
Utilization 

Seasonal  variation  in  the  blend 
price  is  inherent  in  the  class  pricing 
system.  This  occurs  since  a higher 
percentage  of  fluid  utilization  in 
the  fall  than  the  spring  raises  the 
fall  blend  price.  This  effect  of  use 
classification  pricing  of  milk  was 
partially  illustrated  by  figure  6. 

The  effect  of  increasing  the  per- 
centage of  milk  received  that  is 
used  for  bottling  is  a matter  of 
arithmetic  and  is  illustrated  in 
table  5.  For  example,  if  Class  I milk 
is  $1  higher  than  that  in  Class  II, 
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Table  4.  Average  wholesale  price  of  grade  A (92  score)  butter  at  Chicago 

1947-56 

[Cents  per  pound] 


Year 

Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July  1 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

1947_fll|J 

66.  2 

69.  0 

69.  0 

61.  1 

60.  4 

63.  0 

1 68.  0 

! 74.8 

79.  2 

70.  1 

79.  9 

86.  3 

1948 

84.  1 

81.  7 

79.  0 

80.  5 

i 79.  6 

80.  9 

| 78.  8 

1 75.  3 

71.  8 

63.  3 

62.  7 

64.  8 

1949 

63.  2 

62.  8 

60.  3 

59.  0 

i 58.  9 

58.  8 

! 59.  9 

j 61.  9 

61.  9 

62.  1 

62.  0 

62.  2 

1950 

61.  3 

62.  1 

60.  1 

59.  8 

59.  8 

59.  9 

| 60.  0 

60.  7 

62.  7 

! 63.  2 

64.  0 

66.  6 

1951 

69.  8 

68.  9 

66.  7 

66.  5 

69.  5 

68.  2 

66.  7 

I 66.  4 

67.  0 

69.  9 

73.  0 

78.  0 

1952 

79.  3 

83.  5 

73.  0 

70.  0 

! 68.  4 

68.  8 

71.  0 

! 72.  8 

72.  6 

71.  0 

69.  2 

67.  1 

1953 

66.  9 

66.  9 

66.  6 

65.  1 

65.  1 

65.  1 

65.  1 

65.  1 

66.  1 

j 67.  4 

66.  2 

65.  5 

1954 

! 65.  3 

65.  3 

64.  5 

57.  3 

57.  1 

56.  9 

1 56.  9 

| 57.  0 

58.  4 

59.  1 

58.  9 

59.  6 

1955 

57.  4 

57.  4 

57.  4 

57.  3 

57.  1 

57.  1 

57.  1 

57.  3 

58.  0 

57.  6 

57.  9 

57.  7 

1956 

1 57.  4 

57.  4 

57.  4 

58.  3 

59.  2 

59.  1 

59.  2 

59.  5 

60.  3 

1 60.  8 

61.  9 

59.  9 

1957 

59.  4 

59.  4 

59.  4 

59.  4 

59.  4 

59.  4 

59.  4 

Source:  Dairy  Statistics,  U.  S.  Agricultural  Marketing  Service  Statistical  Bulletin 
218,  October  1957,  table  268. 


it  is  worth  10  cents  a hundredweight 
to  get  80  percent  of  the  milk  used 
in  Class  I in  the  fall,  compared  to 
70  percent  in  the  spring.  What 
happens  is  simply  that  the  lower 
Class  II  price  is  less  of  a drag  on 
the  blend  price,  since  less  milk  is 
in  Class  II. 

The  table  shows  that  the  seasonal 
price  increase  provided  depends  on 
the  price  difference  between  fluid 
and  surplus  uses,  as  well  as  on  how 
many  percentage  points  Class  I use 
increases  seasonally.  The  effect  is 
twice  as  great  at  a $2  differential  of 
class  prices  as  at  $1.  Construction 
of  the  table  assumes  that  price  dif- 
ferentials do  not  change.  Changes 
in  differentials,  under  actual  mar- 
ket practice,  are  in  addition  to  the 
seasonal  effect  of  changing  utiliza- 
tion, and  do  not  destroy  it. 

Supply-Demand  Adjusters 

This  adjustment  provision  was 
included  in  the  terms  of  almost  two- 
thirds  of  the  Federal  Orders  in 
1957.  The  supply-demand  adjust- 
ment could  be  used  to  systematically 
raise  and  lower  prices  seasonally. 


These  provisions  apparently  were 
not  used  as  part  of  the  seasonal 
pricing  provisions,  however.  It 
would  require  an  intensive  study  to 
determine  the  full  seasonal  effects 
of  all  the  supply-demand  provisions 
in  effect. 


Table  5.  Fall  increase  in  blend  price 
resulting  from  specified  increases 
in  percentage  points  of  milk  used  in 
Class  1 1 


Price 
difference 
between 
Class  I and 
Class  II 


Percentage  points  of 
increase  from  spring  to  fall 


25 


Fall  price  increase:  Cents 
per  hundredweight 


$0. 

50 

2. 

50 

5. 

0 

7. 

50 

10 

12. 

50 

75 

3’ 

75 

7. 

5 

11. 

25 

15 

18. 

75 

1. 

00 

5. 

00 

10. 

0 

15. 

00 

20 

25. 

00 

1. 

25 

6. 

75 

12. 

5 

18. 

75 

25 

31. 

25 

1. 

50 

7. 

50 

15. 

0 

22. 

50 

30 

37. 

50 

1. 

75 

8. 

75 

17. 

5 

2& 

25 

35 

43. 

75 

2. 

00 

10. 

00! 

20. 

0 

30. 

00 

40 

50. 

00 

2. 

25 

11. 

25  i 

22. 

5 

33. 

75 

45 

56. 

25 

2. 

50 

12. 

50 

25.' 

0 

37. 

50 

50 

62. 

50 

1 Data  apply  only  where  there  are  2 use 
classes. 
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The  supply-demand  adjustment 
provisions  of  several  orders  do  have 
a degree  of  seasonality.  But  even 
these,  with  the  possible  exception  of 
Toledo,  Ohio,  did  not  in  1957  quali- 
fy as  part  of  a definite,  planned, 
consistent  seasonal  incentive  plan. 
The  1957  provisions  of  the  follow- 
ing orders  may  be  studied  by  those 
interested : Knoxville,  Tenn.,  Mem- 
phis, Tenn.,  St.  Louis,  Mo.,  and 
Toledo,  Ohio. 

Supply-demand  provisions  may 
indeed  offset  part  of  the  seasonal  in- 
centive provided  by  deliberate  sea- 
sonal pricing  provisions.  For  in- 
stance, supply-demand  provisions  at 


Detroit,  Mich.,  resulted  in  a greater 
price  reduction  (minus  adjustment) 
in  the  fall  of  1956  and  1957  than 
the  spring  of  these  years.  This  oc- 
curred since  total  deliveries  in  the 
fall  of  these  years  were  higher 
relative  to  spring  deliveries  than 
the  relationship  when  supply- 
demand  provisions  were  written.  To 
this  extent,  supply-demand  provi- 
sions at  Detroit  were  not  in  line 
with  current  conditions.  These  com- 
ments do  not  bring  out  the  cause 
of  the  change  in  seasonal  pattern; 
they  are  only  statements  about  the 
pricing  results  of  certain  supply- 
demand  provisions. 


Markets  Without  State  or  Federal  Orders 


IN  discussing  the  separate  seasonal 
plans,  there  were  frequent  com- 
ments about  special  problems  in 
markets  not  under  State  or  Federal 
control.  Some  of  the  needs  under 
this  situation  may  be  discussed 
separately. 

No  special  problem  arises  if  near- 
ly all  the  milk  in  the  milkshed  is 
purchased  under  the  same  plan.  An 
exceptionally  strong  producers’  bar- 
gaining association  usually  is  neces- 
sary to  establish  such  a uniform 
buying  plan.  The  voluntary  interest 
and  cooperation  of  handlers  of 
nearly  all  the  milk  is  a clear  benefit 
in  establishing  a uniform  buying 
plan,  including  seasonal  pricing. 
When  such  voluntary  methods — 
based  on  bargaining  and  voluntary 
cooperation — have  failed,  producers 
usually  have  sought  State  or  Fed- 
eral action. 

The  degree  of  isolation  or  inter- 
market competition  is  another  fac- 
tor. If  the  market  is  comparatively 
isolated,  there  is  less  trouble  in 


establishing  a uniform  buying  plan. 
Nowadays  few  markets  are  isolated 
and  this  situation  complicates  the 
problem.  Milk  may  move  in  from 
neighboring  or  distant  areas  not 
using  the  same  pricing  plan.  This 
will  threaten  or  disrupt  any  seasonal 
plan. 

The  comparative  shortage  or 
adequacy  of  milk  in  the  area  is 
closely  related  and  important.  For 
example,  base-excess  and  other 
plans  formerly  operated  fairly  well 
in  many  southern  markets.  This  re- 
gion was  generally  short  of  milk 
qualified  for  fluid  use.  Distributors 
themselves  had  been  interested  in 
securing  an  even  flow  of  milk,  and 
milk  from  outside  the  region  had 
seldom  disrupted  buying  patterns 
in  the  region.  These  conditions  be- 
gan to  change  in  the  early  1950’s. 
More  milk  was  available  inside  and 
from  outside  the  region.  As  a re- 
sult, the  seasonal  problem  began  to 
concern  industry  leaders  in  the 
South. 
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Base-Excess  Plan 

The  base-excess  plan  seems  the 
least  vulnerable  of  the  plans  where 
prices  are  not  controlled  by  State 
and  Federal  orders.  Producers  who 
have  an  uneven  pattern  may  look 
for  a buyer  who  does  not  use  base 
plan.  But  the  buyer  who  accepts 
him  may  not  have  a good  bargain, 
having  either  to  cut  off  producers 
during  the  flush  season  or  dispose 
of  the  surplus  milk.  Thus  all  the 
distributors  have  an  incentive  to 
use  the  base  plan  once  it  becomes 
widely  used  in  a market. 

The  main  hazard  in  the  base  plan 
under  these  conditions  is  the  oppor- 
tunity for  distributors  to  change 
the  plan  in  their  favor.  A strong 
producer  organization  can  do  much 
to  relieve  this  problem.  A first  ob- 
jective may  be  to  obtain  a regular 
audit  of  distributors'  records,  and 
secondly  to  have  a voice  in  all  de- 
cisions affecting  the  base  plan. 
These  practices  have  been  followed 
at  Denver,  Colo.,  for  example,  and 
no  major  problems  in  operating  this 
base  plan  have  been  reported. 

It  is  desirable  for  base-excess 
plan  provisions  to  be  applied  alike 
to  all  producers.  It  is  disruptive  for 
certain  producers  to  receive  favored 
treatment  in  the  assignment  of  base, 
or  in  base  adjustments  and  trans- 
fers. Again,  strong  participation 
of  a producer  organization  is  the 
answer.  A cooperative  should  re- 
quest at  least  equal  voice  with  the 
distributor  in  making  rules  and  de- 
cisions affecting  the  base  plan. 


Fall  Premium  Plan  and  Seasonal 
Variations 

State  and  Federal  orders  make 
the  buying  plan  specific  and  docu- 
ment its  terms.  This  does  not  always 
occur  without  such  Government 
participation.  A buying  plan  needs 
to  be  specific  and  consistent  to  pro- 
vide a basis  for  producer  education 
and  achieve  producer  confidence. 

With  respect  to  the  fall  premium 
plan,  State  and  Federal  orders  pro- 
vide machinery  for  independent  ad- 
ministration of  the  premium  fund. 
Cooperatives  and  handlers  can 
make  arrangements  to  handle  this 
fund  themselves  in  markets  without 
State  or  Federal  orders. 

State  and  Federal  orders  also 
assist  in  operating  fall  premium 
plans  through  setting  specific  pool 
plant  provisions.  Clearly  the  Fed- 
eral orders  have  not  prevented 
trouble  with  additional  milk  com- 
ing on  the  market  in  the  fall.  The 
entry  of  additional  milk  and  the 
charge  of  “raiding  the  pool"  have 
contributed  to  the  downfall  of  fall 
premium  plans  in  several  markets 
with  orders.  But  setting  specific 
pool  plant  provisions  certainly  can 
help  by  insuring  that  milk  is  in- 
cluded in  the  pool  on  a fair  basis. 
With  skillful  setting  of  prices  and 
pool  plant  provisions,  there  may  be 
little  difficulty  with  pool  raiding. 
It  may  even  be  possible  as  previous- 
ly mentioned,  to  drive  milk  away 
from  the  market  in  the  spring,  off- 
setting the  tendency  to  attract  milk 
in  the  fall. 


Coordination  Between  Markets 


FOB  stable  market  conditions,  it 
usually  is  necessary  to  have  the 
same  seasonal  price  plan  in  neigh- 
boring markets.  This  especially  ap- 


plies to  a smaller  market  surround- 
ed by  the  milkshed  of  a larger  one. 
It  also  applies  more  emphatically 
in  an  area  with  plenty  of  Grade  A 
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milk  than  in  one  with  a shortage. 

All  types  of  seasonal  plans  in- 
volve one  problem.  A market  that 
has  small  seasonal  incentives  and 
borders  on  a milkshed  with  more 
incentive  tends  to  lose  the  more 
even  seasonal  producers  and  gain 
those  with  wider  seasonal  varia- 
tions. 

Producers  cannot  or  do  not  switch 
about  rapidly  in  this  way,  but  such 
drifts  do  occur  over  a compara- 
tively long  period.  There  have  been 
no  known  cases  where  a base  plan 
failed  because  there  were  other  sea- 
sonal price  plans  in  the  area.  The 
base  plan  provisions  usually  stabi- 
lize the  producer  group  of  a market 
so  that  there  are  fewer  producers 
switching  between  markets.  This 
does  not  mean  base-excess  plans  as 
operated  in  the  1950’s  freeze  the 
producer  group  of  a market,  but 
they  encourage  producers  to  make 
decisions  at  least  a year  at  a time. 

Wide  seasonal  differentials  and 


fall  premium  plans  are  not  advis- 
able in  some  situations.  If  a lot  of 
milk  is  available — for  example, 
from  producers  who  usually  supply 
large  neighboring  markets — a high 
fall  price  may  be  disastrous.  The 
discussion  of  fall  premium  plans, 
and  of  pool  raiding  in  particular, 
showed  how  this  result  may  occur. 
Wide  seasonal  differentials  of  class 
prices  give  the  same  incentives  for 
new  milk  to  enter  in  the  fall,  but 
have  not  generated  the  same  contro- 
versy and  educational  problem.  The 
problem  of  fairness  to  individual 
producers  is  indirect  or  nonexistent, 
and  certainly  is  not  readily  recog- 
nized. 

The  experience  at  Clinton,  Iowa, 
shows  the  problems  that  may  arise 
from  a fall  premium  plan  in  a small 
market  that  is  not  isolated.  In  brief, 
many  producers  shifted  in  and  out 
of  the  Clinton  pool  from  the  “Quad 
Cities  Pool”  (specified  areas  in  Illi- 
nois and  Iowa)  while  the  premium 


The  usual  spring  flush  makes  it  necessary  to  manufacture  Grade  A milk  not  needed  for 
bottling.  This  milk  must  be  hauled  to  a manufacturing  plant  for  such  use. 
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plan  was  in  operation  at  Clinton. 
This  was  one  reason  the  plan  was 
discontinued  and  replaced  by  a sea- 
sonal differential  plan  similar  to  the 
one  then  in  use  in  the  Quad  Cities 
market  (23,  pp.  1+1-1$). 

There  is  little  more  of  general 
application  to  say  about  the  need 
for  coordination.  The  desirable 
approach  is  to  start  out  in  any  situ- 
ation to  select  the  seasonal  pricing 
plan  and  specific  provisions  that  are 


suited  to  the  market.  The  plan  used 
in  neighboring  markets  does  not 
seem  the  best  place  to  start.  But 
having  decided  what  one  would  like 
to  do  in  a market,  these  questions 
arise:  How  will  this  work?  TVliat 
will  happen  if  this  is  done,  with 
pricing  practices  different  in  neigh- 
boring markets  ? This  thinking  will 
guide  in  discarding  impractical 
provisions  and  selecting  the  practi- 
cal and  workable. 


Effectiveness  of  Plans 


NUMEROUS  studies  have  ill- 
eluded  analyses  of  the  effec- 
tiveness of  seasonal  price  plans  in 
reducing  seasonal  variations.  Such 
analysis  has  shown  fairly  conclu- 
sively that  seasonal  incentives  re- 
sult in  smaller  seasonal  variations. 
But  it  is  harder  to  say,  for  example, 
whether  the  fall  premium  plan  is 
more  or  less  effective  than  the  base- 
excess  plan.  Studies  of  such  ques- 
tions as  these  have  not  been  con- 
clusive. 

This  report  does  not  include  re- 
sults of  any  new  analyses  of  the 
effectiveness  of  seasonal  price  plans. 
It  would  be  most  difficut  to  plan 
analysis  that  would  be  conclusive 
and  add  to  information  that  is 
available.  This  is  one  of  many 
economic  problems  that  cannot  be 
studied  in  a laboratory.  Study  of 
effectiveness  of  seasonal  pricing  in 
real  life  requires  statistical  “con- 
trol” of  numerous  conditions.  Fur- 
ther, additional  information  on 
effectiveness  of  seasonal  incentive 
plans  is  not  essential  to  understand- 
ing the  plans  better  and  improving 
them. 

Base-Excess  Plans 

Analysis  of  markets  in  the  South 
showed  at  least  moderate  effective- 


ness of  base-excess  plans.  Seventeen 
markets  in  six  States  were  studied. 
Producers  delivering  to  plants  that 
were  using  base-excess  plans  alone 
had  the  most  uniform  production 
patterns.  These  markets  did  not 
have  even  use  classification  pricing. 
This  study  revealed,  however,  that 
price  incentives  were  greatest  in 
markets  using  a combination  of  use 
clasification  and  base-excess  pricing 
(more  like  typical  practices  in  mid- 
western  markets).  Although  price 
incentives  were  greater,  seasonal 
patterns  of  deliveries  were  less  uni- 
form. The  study  did  not  reveal 
reasons  for  this  inconsistency  (11+, 

p.  22). 

Study  of  four  Ohio  markets 
showed  a return  to  greater  seasonal 
variations  after  base-excess  plans 
were  discontinued.  The  plan  was 
continued  at  Columbus  later  than 
at  the  other  cities,  which  makes  the 
following  statements  interesting : 

“The  uniform  ratio 11  in  the  Co- 
lumbus market  during  the  period 
1938  through  1943,  as  contrasted  to 
the  downward  trend  in  the  ratio 
during  this  period  for  other  mar- 

11  Ratio  of  fall  to  spring  deliveries  in 
the  markets. 
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kets  not  operating  under  the  base 
plan,  gives  support  to  the  assump- 
tion that  the  base  plan  tended  to 
bring  about  a more  even  seasonal 
pattern  of  total  milk  deliveries. 
Also  supporting  this  assumption  is 
the  evidence  showing  that  when  the 
Columbus  market  discontinued  the 
base  plan,  the  ratio  followed  the 
same  downward  trend  as  it  did  in 
the  other  markets  previously  dis- 
continuing the  plan”  (3,  pp.  11-1 2). 

Quackenbush  and  Homme,  ana- 
lyzing the  Detroit,  Mich.,  market, 
concluded  as  follows  about  effec- 
tiveness of  the  base-excess  plan : 

“From  the  data  on  price  incen- 
tives from  1931  to  1950  and  sea- 
sonality of  deliveries  from  1934  to 
1950,  one  might  infer  that  little, 
if  any,  relationship  has  existed  be- 
tween the  two.  Producer  response 
to  changes  in  incentives  over  either 
a short-time  or  long-time  period 
would  be  difficut  to  detect.  If  there 
was  a relationship  the  data  might 
suggest  a time-lag  of  about  four 
years”  ( 18 , p.  31).  Continuing, 
these  same  authors  pointed  out  some 
complications  of  this  type  of 
analysis.  Fluctuation  in  producer 
numbers  is  troublesome.  The  claim 
is  often  made,  and  the  evidence 
seems  substantial,  that  new  pro- 
ducers coming  from  plants  han- 
dling manufacturing  grade  milk 
have  not  had  much  attention  called 
to  the  seasonal  problem  and  tend 
to  have  uneven  seasonal  patterns. 

These  references  are  sufficient  to 
show  strong  evidence  that  base- 
excess  plans  have  resulted  in  re- 
duced seasonal  variations.  The 
material  just  summarized  should  be 
interpreted  as  favorable  to  the 
plans.  Each  author  was  generally 
convinced  of  the  effectiveness  of  the 
plans,  but  at  the  same  time  was 


careful  to  point  out  that  the  evi- 
dence studied  was  not  altogether 
conclusive.  The  evidence  and  the 
logic  of  the  plan  are  so  persuasive, 
in  fact,  that  marketing  officials  may 
fully  expect  a base-excess  plan  to 
result  in  more  nearly  even  de- 
liveries. 

Fall  Premium  Plans 

Analysis  of  producer  responses  to 
the  fall  premium  plan  at  Louisville, 
Ky.,  revealed  evidence  of  the  worth 
of  this  plan.  There  was  special 
study  of  records  of  producers  who 
had  delivered  milk  to  the  market 
at  least  5 years  and  thus  had  worth- 
while experience  on  the  market. 
The  patterns  of  these  producers 
leveled  out  after  the  fall  premium 
plan  was  introduced  in  1944. 

Authors  of  the  special  study  con- 
cluded, “By  acting  as  an  educa- 
tional stimulus,  premium  payments 
have  been  instrumental  in  bringing 
about  substantial  progress  in  pro- 
duction adjustment  in  the  market. 
This  is  emphasized  by  the  fact  that 
approximately  one  out  of  every 
three  producers  who  have  shipped 
continuously  under  the  plan  for 
five  years  are  shipping  as  much 
milk  in  the  fall  months  as  they  ship 
during  the  spring  months.  This  is 
quite  a contrast  to  the  less  than  one 
out  of  every  ten  producers  who 
shipped  in  these  proportions  prior 
to  the  introduction  of  the  fall- 
premium  plan”  (20,  pp.  30-37). 

Pritchard,  studying  the  plans  in 
11  markets  in  1952,  noted  that  fall 
premium  plans  had  increased  sea- 
sonal variations  in  blend  prices  in 
each  of  the  8 markets  that  had  these 
plans  4 years  or  more.  This  is 
simply  to  state  that  the  plans  had 
in  fact  increased  seasonal  incentives 
and  therefore  it  wTas  sound  to  search 
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for  results  of  the  plans.  He  con- 
cluded that  they  appeared  to  have 
induced  farmers  in  these  markets 
to  decrease  seasonal  variations  in 
milk  deliveries.  The  changes  in 
some  markets  were  slight,  but 
notably  at  Washington,  D.  C.,  and 
in  Connecticut  they  were  large.  He 
also  cited  strong  support  of  the 
plans  in  each  market  by  such  com- 
petent observers  as  leaders  of  pro- 
ducers’ associations  and  market  ad- 
ministrators. 

Pritchard  recognized  that  his 
data  were  not  conclusive  and  point- 
ed the  way  for  further  research. 
His  general  conclusion  seems  ap- 
propriate for  this  section : 

“In  short,  even  though  the  effec- 
tiveness of  fall  premium  plans  can- 
not be  measured  with  accuracy,  the 
plans  may  be  a potent  means  of 
inducing  farmers  to  reduce  seasonal 
fluctuations  in  milk  production. 
Furthermore,  with  only  slight 
modifications,  the  plans  probably 
can  be  more  effective  than  they  have 
been”  ( 16 , pp.  11-13). 

Seasonal  Variation  of  Class 
Prices 

In  some  ways  one  might  expect 
the  results  of  seasonal  price  varia- 
tions to  be  the  same  as  for  fall 
premium  plans.  At  least  theoreti- 


cally, the  same  price  and  income 
incentives  can  be  provided.  But 
this  expectation  would  imply  that 
psychology  and  education  are  not 
involved  in  the  results  of  pricing 
plans.  This  is  unsound;  the  psy- 
chology of  the  plans  and  the  educa- 
tion that  accompanies  them  seem  as 
important  in  determining  the  re- 
sults as  the  barren,  factual  price 
structure. 

Research  reports  reviewed  did 
not  include  results  of  analysis  com- 
parable to  that  described  for  base- 
excess  and  fall  premium  plans. 
Several  writers  have  made  general 
statements  about  results  of  seasonal 
variation  of  class  prices,  but  these 
have  not  been  supported  by  careful 
analysis.  This  should  not  lead 
readers  to  doubt  the  effectiveness 
of  this  approach;  there  just  has  not 
been  this  type  of  analysis. 

In  the  absence  of  evidence,  we 
may  suppose  seasonal  variation  of 
class  prices  also  is  effective.  We 
may  suppose  further  that  the  plans 
could  be  made  more  effective  than 
they  have  been.  It  was  contended 
previously  (p.  43)  that  more  con- 
sistent and  courageous  use  of  these 
plans  would  remove  the  major  road- 
block to  their  effectiveness.  This 
limitation  is  not  of  the  plan  itself, 
but  of  its  application. 
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